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OPPORTUNITY, MOBILITY, AND INEQUALITY 
IN TODAY’S ECONOMY 


TUESDAY, APRIL 1, 2014 

United States Senate, 

Committee on the Budget, 

Washington, D.C. 

The committee met, pursuant to notice, at 10:06 a.m., in Room 
SD-608, Dirksen Senate Office Building, Hon. Patty Murray, chair- 
man of the committee, presiding. 

Present: Senators Murray, Sanders, Whitehouse, Merkley, Kaine, 
King, Sessions, Crapo, and Johnson. 

Staff Present: Evan T. Schatz, Majority Staff Director; and Eric 
M. Ueland, Minority Staff Director. 

OPENING STATEMENT OF CHAIRMAN MURRAY 

Chairman Murray. This hearing will come to order. 

I want to thank my Ranking Member, Senator Sessions, and my 
colleagues who are joining us here today, and I especially want to 
thank our panel of distinguished witnesses for being here, Nobel 
Laureate Joseph Stiglitz and Senior Research Fellow at Mercatus 
Center, Dr. Keith Hall. We have a third witness. He is John Bates 
Clark Medal Recipient Dr. Raj Chetty. His flight was canceled com- 
ing in today. I believe he is landing at National shortly, so he will 
join us as soon as he can get here. 

Today’s hearing is really going to focus on mobility, inequality, 
and opportunity, but really at the heart of the discussion is the 
basic promise of America, the idea that no matter where you come 
from or who you are or your circumstances, if you work hard and 
play by the rules, you have the chance to live out the American 
dream. 

That basic promise is why I sit in this chair today. When I was 
15, my father was diagnosed with multiple sclerosis, and within 
just a few years, he could not work anymore and all of a sudden, 
without any warning, my family fell on very hard times. But the 
country did not turn their back on us. For several months, we re- 
lied on Food Stamps. With the help of a government program, my 
mom was able to attend Lake Washington Vocational School so she 
could get a job, help put food on the table, and take care of my dad. 
My brothers and sisters and I were all able to go to college and 
stay in college because of student loans and support from what we 
now call Pell Grants. We had lost our footing, but because of this 
great country, we never lost hope that with hard work, we would 
have the opportunity to live out that American dream. 

( 1 ) 
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But, something happened to our economy over the last three dec- 
ades or so. Instead of rewards from hard work and innovation 
being shared broadly, those rewards began to flow overwhelmingly 
to those at the very top while everyone else was getting left behind. 
But stagnant economic mobility and soaring inequality are not in- 
evitable. We can expand opportunity to more Americans and en- 
sure people have the tools that they need to succeed, and that is 
what Congress should be focused on in the coming years. 

We know that our economy thrives when America’s middle class 
can earn enough to raise a family and save up for their kids’ col- 
lege and put some money away for a secure retirement. But in re- 
cent decades, the middle class has been squeezed. Wages have 
stagnated. Workers cannot find jobs. Homeowners worry about 
making their next mortgage payment. That has happened even as 
incomes for the country’s top earners have increased. That trend is 
simply unsustainable and unhealthy for our economy. 

A recent study by the International Monetary Fund shows that 
countries with higher inequality have slower growth and more tur- 
bulent business cycles. As you have written. Dr. Stiglitz, the 
United States has one of the highest levels of inequality among the 
advanced industrial countries. 

Making matters worse, as inequality has grown, it has not gotten 
any easier for people to climb the economic ladder, as we will hear 
from Dr. Chetty, who is joining us as we speak. Thank you very 
much for being here. That research finds that the birth lottery, or 
a child’s parents’ socio-economic standing, matters more today than 
it used to because economic mobility is stagnant while inequality 
is on the rise. 

That is a very alarming trend because it goes against America’s 
basic promise. Right now, there could be a child with the potential 
to go on to make new medical breakthroughs or start a new busi- 
ness or innovate new technologies, but even if she did not win that 
birth lottery, our economy and the world might never benefit from 
her talents and skills. But, Dr. Chetty, you also found in your re- 
search that some areas in the U.S. have greater economic mobility, 
notably places that have less inequality and good school systems. 

So, we can overcome these challenges. Government alone cannot 
solve the problem of inequality. Of course, businesses that create 
good-paying jobs help people reach the middle class and build a 
stable and secure life. But we in Congress can create the conditions 
so that all Americans, from the top income earners to those in the 
middle class and those struggling to get there, can succeed, and to 
do that, we need to do some foundational things to help today’s 
workers. 

I believe that starts a with a minimum wage increase. Working 
full time should not leave a family in poverty. Congress can and 
should act to ensure that hard work pays off by raising the min- 
imum wage for millions of workers. 

Last week, I introduced the 21st Century Worker Tax Cut. That 
bill would update our tax code to help today’s workers and families 
keep more of what they earn. It would give working families with 
children a 20 percent deduction on a second earner’s income and 
expand the Earned Income Tax Credit, or EITC, for workers with- 
out dependent children who are just starting out or whose children 
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have already left home. Based on estimates from the Treasury De- 
partment and 

the Joint Committee on Taxation, those simple changes to our 
tax code would help more than 13 million childless workers and 
more than seven million working families climb the economic lad- 
der. 

My bill is paid for by closing corporate tax loopholes that both 
sides have proposed closing. I know there are differences when it 
comes to our parties, how we would use those savings. My bill 
would close those loopholes to give workers and families some tax 
relief, while Chairman Camp has proposed closing those loopholes 
to pay for lower rates for corporations. I am hopeful that, especially 
when they consider the kinds of challenges we are discussing 
today, my Republican colleagues will rethink their approach and 
join our effort to give a tax break to struggling workers who really 
need it. 

We also need to address all of our deficits fairly and responsibly. 
Our country faces serious long-term fiscal challenges. So while this 
year our deficit is expected to be about a third of what it was just 
five years ago, I want to continue to build on the $3.3 trillion in 
deficit reduction we have already put in place. But at the same 
time, creating opportunity means we cannot lose sight of the other 
deficits that our country faces. Too many people cannot find work. 
Our economy is still recovering after the worst economic downturn 
since the Great Depression. So, we have to do more for people who 
are struggling to find a job. 

We have to also address our infrastructure deficit. Infrastructure 
is what makes our economy move. It helps our businesses grow. It 
makes our communities thrive. We need to make those investments 
to spark economic growth and to create more jobs for more work- 
ers. 

We have to also give our kids the best education and training 
they need to compete and lead the world, and that means investing 
in early learning all the way up to college and job training pro- 
grams. 

And, we have to maintain a strong safety net. Programs like food 
assistance and affordable housing help make sure families do not 
fall into deep poverty or hunger or homelessness. Instead, it gives 
families more opportunity to climb the economic ladder. 

And the last point I will mention is the need to reform our tax 
code. Our system is riddled with tax loopholes and special interest 
carve-outs that benefit the wealthiest Americans and biggest cor- 
porations, and that is unfair. Instead of spending billions on those 
tax loopholes, we should be investing in national priorities that 
benefit American families. 

We have lots of work to do for families in our country, and in 
our divided government, getting anything done is going to take bi- 
partisanship and compromise. Thankfully, here in Congress, we 
proved just a few months ago that is possible. Democrats and Re- 
publicans can break through the bitterness and rancor, work to- 
gether, and reach an agreement. 

When Chairman Ryan and I sat down together after the govern- 
ment shutdown last year, we faced a lot of skepticism that we 
would be able to get anything done. But, we listened to each other. 
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we searched for common ground, and we made some compromises. 
We knew we were never going to agree on everything, but we did 
not think that should mean that we could not agree on anything. 
And when we got a deal just a few months ago, the vast majority 
of the Congress put partisanship aside to do the right thing for the 
American people. 

Our two-year budget deal was a strong step in the right direc- 
tion. It rolled back some of the damaging across-the-board cuts and 
prevented a government shutdown. It restored some certainty by 
setting budget levels, not just for 2014, but also for 2015, so our 
Appropriations Committees in the House and Senate can do their 
work on time using bipartisan numbers. 

Now, we need to build on that. We should not relitigate our bi- 
partisan budget deal or create needless uncertainty again in a 
budget process that should finally be free of crisis. And I will cer- 
tainly fight back against any attempts to move our country back- 
wards, with deeper cuts to investments for our families and seniors 
or unfair and irresponsible budget proposals that protect the 
wealthiest Americans and biggest corporations from paying a 
penny more of their fair share. 

But, we do owe it to our constituents to keep working together 
towards policies that create jobs, increase economic mobility, and 
gives more people opportunity. Every child growing up today de- 
serves the same shot at the American dream that my family had, 
and I am ready to work with anyone. Democrat or Republican, to 
get that done. 

With that, I will turn it over to my counterpart. Senator Ses- 
sions, and then we will hear from our experts on this. 

OPENING STATEMENT OF SENATOR SESSIONS 

Senator Sessions. Well, thank you. Thank you very much. Sen- 
ator Murray, and for your leadership. 

This is an important discussion, an important issue that we are 
facing, and I would note that the Ryan-Murray spending limits 
that we agreed on was violated again yesterday, $6 billion more 
spent in 2014 than we agreed, to in that legislation that you 
worked hard on to pass. 

So, a sober review of the data reveals that the economic situation 
for too many Americans remains unacceptable. Household incomes 
have declined for five years. The number of households at the lower 
end of the distribution grew by 1.7 percent, while the number of 
households in the middle income decreased by 0.7 percent. In other 
words, the middle class lost members to the lower-income group. 
That is not the trend we want. I think we do need to understand 
that and recognize it. 

Our unemployment rate remains stuck around seven percent, but 
this statistic obscures much of the real picture. Millions of Ameri- 
cans have left the workforce entirely, bringing the workforce par- 
ticipation rate to its lowest level since 1978. We were told that 
massive debts accumulated over the last five years would lead to 
prosperity, but we are now left with none of the prosperity and all 
of the debt. Growth last year was half what the White House pre- 
dicted it would be, and the White House estimates have consist- 
ently been too high. 
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So, I agree, Dr. Stiglitz, with one of the remarks that you have 
in your statement that what matters is whether citizens see their 
living standard rise year after year. A pure GDP analysis is not 
sufficient. We are government officials. We have responsibilities to 
the people of this country and it is appropriate to consider what is 
happening and what policies might be exacerbating this condition. 

Both the President and Chairman Murray have proposed as one 
remedy to expand the Federal support for adults without children. 
However, the President’s proposal to expand the Earned Income 
Tax Credit — and this is a real tax subsidy, collea^es, not a tax de- 
duction — it interacts with the Obamacare subsidies in a way that 
surely would, contrary to expectations, penalize work. Because the 
Earned Income Tax Credit and the Affordable Care Act phase-out 
schedules correspond with one another, an adult without children 
whose income goes from $14,700 to $17,700 would lose 75 cents in 
higher taxes and reduced benefits for every dollar they earn. So, 
this creates an incentive not to earn. To grow employment, we need 
to affirm work rather than punish it. 

So, it is time for a compassionate reform, indeed. First, EITC 
would appear to be a better method of helping the poor than 
straight government assistance. I agree with that. This can be a 
point of bipartisan agreement. But, it cannot be one more program 
that traps Americans in poverty, and we do not have the money to 
create a new welfare program, colleagues. We do not have the 
money. So, any new program can and should be paid for out of sav- 
ings from existing welfare programs. 

The government spends more than $750 billion a year on a maze- 
like welfare bureaucracy. This money is spread across more than 
80 programs in dozens of agencies with little oversight and no guid- 
ing vision. Imagine how much better it would be if we combined 
these programs into a single credit with strong oversight and a 
greater emphasis on job training and work placement, where an in- 
dividual prosperity plan could be developed for each unemployed or 
underemployed worker that would help move them into a better 
life financially. 

So, we continue to hear about many of the government spending 
projects our friend on the other side would like to fund. But, a 
major reason there is no money for these new projects is because 
of the huge rising interest payments on our massive debt. We have 
squandered our financial inheritance and are fast moving to de- 
stroy the American self-reliance and work ethic that has made our 
nation so dynamic. 

Let us put things in perspective. Last year, we paid out $221 bil- 
lion in interest, but the Congressional Budget Office says that pay- 
ment will rise in 2024 to $880 billion. The President says it will 
rise in his budget to $812 billion. That single year’s interest pay- 
ment is 300 times what we spend today on our National Parks. It 
is 20 times what we spend today on highways. It is enough to fund 
our Federal education programs for ten years. And the President 
and many in the Senate, in a time of slow growth and low job cre- 
ation, want to double the number of guest workers to take jobs that 
are needed for our unemployed. If we care about economic growth, 
if we care about prosperity, than we have got to recognize these ris- 
ing interest payments threaten to drown our economy. 
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We need to create more growth, more jobs, and better pay. Some, 
I think, in this country believe higher wages are bad. I do not be- 
lieve higher wages are bad. It seems to me we have a surplus of 
labor because wages are falling. In this economy, if we actually 
have a shortage of labor, a tight labor market, wages would be 
going up. 

Here is how to get this economy on the right track, it seems to 
me, without adding to the debt. Produce more American energy, 
creating jobs right here in America, keeping wealth at home. Elimi- 
nating all costly and non-productive regulations, and there are lots 
of them. Make the tax code simpler and more growth oriented. En- 
sure fair trade for U.S. workers by holding our foreign trading 
partners accountable. We cannot allow this continued massive cur- 
rency manipulation, either. Adopt an immigration policy that 
serves our national interests and the interests of working poor in 
America. And last week, our House Democrats endorsed a plan 
that would double the flow of new immigrant workers into Amer- 
ica — double the flow — which would further reduce wages and job 
prospects. 

We need to turn the welfare office into a job training center. 
Streamlining the government itself, make our government leaner 
and more productive to lessen the wealth it extracts from America. 
And, finally, let us balance the Federal budget and create con- 
fidence in our financial future and security for our children. 

All of these steps would create jobs and growth without adding 
to the debt. All of these steps would create rising incomes and 
wages. All of these steps would grow the middle class, not the gov- 
ernment. 

Thank you. Madam Chair. 

Chairman MURRAY. Thank you. 

With that, we are going to turn to our three witnesses, and 
again, thank you all for coming here today. 

Dr. Stiglitz, we will begin with you. 

STATEMENT OF JOSEPH STIGLITZ, PH.D., UNIVERSITY 
PROFESSOR OF ECONOMICS, COLUMBIA UNIVERSITY 

Mr. Stiglitz. Well, thank you very much. It is a great pleasure 
for me to discuss with you one of the critical issues facing our coun- 
try is growing inequality, the effect it is having on our economy, 
and the policies that we might undertake to alleviate it. 

America has achieved the distinction, as you pointed out, of be- 
coming the country with the highest level of income inequality 
among the advanced countries. Matters have become worse in 
every dimension. More money, more than a fifth of all income, goes 
to the top. More people are in poverty at the bottom. And the mid- 
dle class, long the core strength of our society, has seen its income 
stagnate. Median household income adjusted for inflation today is 
lower than it was a quarter-century ago. There is a vicious circle. 
Our high inequality is one of the major contributing factors to our 
weak economy and our low growth. 

Data describing the other dimensions of America’s inequality are 
even worse. Inequalities in wealth are even greater than income, 
and there are marked inequalities in health. The most invidious as- 
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pect of U.S. inequality, however, is the inequality of opportunity 
that you referred to earlier. 

America has become the advanced country not only with the 
highest level of inequality of outcomes, but is among those with the 
least equality of opportunity. The statistics show that the American 
dream is a myth. The life prospects of a young American are more 
dependent on the income and education of his parents than in 
other advanced countries. We have betrayed one of our most funda- 
mental values. The result is that we are wasting our most valuable 
resource, our human resources. Millions of those at the bottom are 
not able to live up to their potential. 

This morning, I want to make eight observations concerning this 
inequality. The first is that this inequality is largely the result of 
policies, of what we do and do not do. The laws of economics are 
universal. The fact that in some countries, there is so much less 
inequality and so much more equality of opportunity, the fact that 
in some countries, inequality is not increasing, it is even decreas- 
ing, is not because they have different laws of economics. Every as- 
pect of our economic, legal, and social frameworks helps shape our 
inequality. In virtually every domain, we have made decisions that 
help enrich the top at the expense of the rest. 

The second observation is that much of the inequality at the top 
cannot be justified as just desserts for the large contributions that 
these individuals have made. Disproportionately, they are those 
who have excelled in rent seeking and wealth appropriation, in fig- 
uring out how to get a larger share of the nation’s pie rather than 
enhancing the size of that pie. 

Thirdly, the idea that one should not worry about inequality be- 
cause everyone will benefit as money trickles down has been thor- 
oughly discredited. While the top has been doing very well, the rest 
has been stagnating. 

Fourthly, this recession has, in turn, made inequality much 
worse. Ninety-five percent of the gains since the so-called recovery 
have gone to the top one percent. 

Fifth, it is not the case that our economy needs this inequality 
to continue to grow. One of the popular misconceptions is that 
those at the top are the job creators and giving more money to 
them will, thus, create more jobs. America has both creative and 
entrepreneurial people throughout the income distribution. What 
creates jobs is demand. When there is demand, America’s firms will 
create the jobs to satisfy that demand. This growing inequality is, 
in fact, weakening demand, one of the reasons that inequality is 
bad for economic performance. 

Sixth, we pay a high price for this inequality, for the extremes 
to which inequality has grown in the nature of inequality in Amer- 
ica, both in outcomes and opportunities. A divided society does not 
function well. Our democracy is undermined as economic inequality 
translates into political inequality. America’s politics are increas- 
ingly better described as a result of a system not of one person, one 
vote, but of one dollar, one vote. 

Greater inequality leads to lower growth and more instability. 
These ideas now have become mainstream. Even the IMF, as you 
mentioned, has embraced them. We used to think of there being a 
trade-off. We could achieve more equality, but only at the expense 
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of giving up on overall economic performance. Now, we realize that 
greater equality and improved economic performance are com- 
plements. 

This is especially true if you focus on appropriate measures of 
growth, focusing not on what is happening on average or to those 
at the top, but how the economy is performing for the typical Amer- 
ican, reflected, for instance, in median income. For too many, per- 
haps even a majority, the American economy has not been deliv- 
ering. 

And if our economy is not delivering, it not only hurts our people, 
it undermines our position of leadership in the world. Will other 
countries want to emulate an economic system in which most indi- 
viduals’ incomes are simply stagnating? We pay a price, not only 
in terms of weak economy today, but lower growth in the future. 
With nearly one in four American children growing up in poverty, 
many of whom face a lack of access to adequate nutrition and edu- 
cation, the country’s long-term prospects are being put into jeop- 
ardy. 

The seventh observation is that the weaknesses in our economy 
have important budgetary implications. The budget deficits of re- 
cent years are a result of our weak economy, not the other way 
around. 

The final observation I want to make is that the role of policy 
in creating inequality means there is a glimmer of hope. There are 
policies that could reduce the extremes of inequality and increase 
opportunity. In the last chapter of my book. The Price of Inequal- 
ity, I outline 21 such policies affecting both the distribution of in- 
come before taxes and transfers and after. Most of the policies are 
familiar: More support for education, including preschool; increas- 
ing the minimum wage; strengthening the Earned Income Tax 
Credit; giving more voice to workers in the workplace, including 
through unions; more effective enforcement of anti-discrimination 
laws; better corporate governance; financial regulations and anti- 
trust laws more effectively enforced; and a fairer tax system. 

The special provisions for capital gains and dividends not only 
distort the economy, but with the vast majority of the benefits 
going to the top, increase inequality. At the same time, they impose 
enormous budgetary costs of the kind that Mr. Sessions has em- 
phasized, almost $2 trillion, if we include the provisions of step-up 
of basis from the special provisions for capital gains and dividends. 
If we are to avoid the creation of a new plutocracy in the country, 
we have to retain a good system of inheritance and estate taxation. 
We need to make sure that everyone who has the potential to go 
to college can do so, no matter what the income of his parents, and 
to do so without undertaking crushing loans. 

In the past, when our country reached these extremes of inequal- 
ity at the end of the 19th century, in the Gilded Age or in the Roar- 
ing ’20s, it pulled back from the brink. It enacted policies and pro- 
grams that provided hope that the American dream could return 
to being a reality. We are now at one of those pivotal points in his- 
tory. I hope we once again will make the right decisions. You and 
your committee and the budget decisions that you will be making 
play a vital role in setting the country in the right direction. 
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I would like to also submit for the record the paper that I wrote 
on reforming taxation to promote growth and equity, where I show 
that we can actually raise the revenue that we need to address the 
problems of inequality and address the problems of the budget def- 
icit in ways, as I say, that will reduce inequality and promote eco- 
nomic growth. 

Chairman Murray. Okay. Thank you very much. Without objec- 
tion. 

[The prepared statement of Mr. Stiglitz follows:] 
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Joseph E. Stiglitz’ 

It is a great pleasure for me to discuss with you one of the critical issues facing our country, its 
growing inequality, the effect it is having on our economy, and the policies that we might 
undertake to alleviate it. America has achieved the distinction of becoming the country with 
the highest level of income inequality among the advanced countries. While there is no single 
number that can depict all aspects of societ/s inequality, matters have become worse in every 
dimension: more money goes to the top (more than a fifth of all income goes to the top 1%), 
more people are in poverty at the bottom, and the middle class— long the core strength of our 
society— has seen its income stagnate. Median household income, adjusted for inflation, today 
is lower than it was in 1989, a quarter century ago.^ An economy in which most citizens see no 
progress, year after year. Is an economy that is failing to perform in the way it should. Indeed, 
there is a vicious circle: our high inequality is one of the major contributing factors to our weak 
economy and our low growth. 

As disturbing as the data on the growing inequality in income are, those that describe the other 
dimensions of America's inequality are even worse: inequalities in wealth are even greater 
than income, and there are marked inequalities in health, reflected in differences, for instance. 
In life expectancy. But perhaps the most invidious aspect of US inequality is the inequality of 
opportunity. America has become the advanced country not only with the highest level of 
inequality, but is among those with the least equality of opportunity— the statistics show that 

' University Professor, Columbia University. Testimony prepared for presentation to Senate Budget Committee, 
Aprii 1, 2014. 

^ For iarge segments of the American popuiation, matters are even worse. The inflation adjusted median income 
of a maie worker with oniy a high school degree has fallen by 47% from 1969 to 2009. For additional data sources 
and explanation of these trends, see my "Reforming Taxation to Promote Growth and Equity," forthcoming as a 
Roosevelt Institute working paper, which Is submitted along with this written testimony. Inequality is discussed in 
even greater detail in my 2012 book. The Price of Inequality: How Today's Divided Society Endangers Our Future, 
New York: W.W. Norton. 
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the American dream is a myth; that the life prospects of a young American are more dependent 
on the income and education of his parents than in other developed countries. We have 
betrayed one of our most fundamental values. And the result is that we are wasting our most 
valuable resource, our human resources: millions of those at the bottom are not able to live up 
to their potential. 

This morning, I want to make eight observations concerning this inequality. The first is that this 
inequality Is largely a result of policies— of what we do and don't do. The laws of economics are 
universal: the fact that in some countries there is so much less inequality and so much more 
equality of opportunity, the fact that in some countries inequality is not Increasing— it is 
actually decreasing— is not because they have different laws of economics. Every aspect of our 
economic, legal, and social frameworks helps shape our inequality: from our education system 
and how we finance it, to our health system, to our tax laws, to our laws governing bankruptcy, 
corporate governance, the functioning of our financial system, to our anti-trust laws. In 
virtually every domain, we have made decisions that help enrich the top at the expense of the 
rest. 

The second observation is that much of the inequality at the top can't be justified as "just 
deserts" for the large contributions that these individuals have made. If we look at those at the 
top, they are not those who have made the major innovations that have transformed our 
economy and society; they are not the discoverers of DNA, the laser, the transistor; not the 
brilliant individuals who made the discoveries without which we would not have had the 
modern computer. Disproportionately, they are those who have excelled in rent seeking, in 
wealth appropriation, in figuring out how to get a larger share of the nation's pie, rather than 
enhancing the site of that pie. (Such rent seeking activity typically actually results in the size of 
the economic pie shrinking from what it otherwise would be.) Among the most notable of these 
are, of course, those in the financial sector, who made their wealth by market manipulation, by 
engaging in abusive credit card practices, predatory lending, moving money from the bottom 
and middle of the Income pyramid to the top. So too, a monopolist makes his money by 
contracting output from what it otherwise would be, not by expanding it. 

Thirdly, the idea that one shouldn't worry about inequality because everyone will benefit as 
money trickles down, has been thoroughly discredited. In some ways, I wish it were true, for if 
it were, it would mean that the average American would be doing very well today, because we 
have thrown so much money at the top. But the statistics I gave a few minutes ago shows that 
it is not true: while the top has been doing very well, the rest has been stagnating. 

Fourthly, this recession— while in no small measure caused by the financial sector which itself is 
responsible for so much of our inequality today— has in turn made inequality so much worse. 
95% of the gains since the so-called recovery have gone to the top 1%. 
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Fifth, it is not the case that our economy needs this inequality to continue to grow. One of the 
popular misconceptions is that those at the top are the job creators; and giving more money to 
them will thus create more jobs. America is full of creative entrepreneurial people throughout 
the income distribution. What creates jobs is demand: when there is demand, America's firms 
(especially if we can get our financial system to work in the way it should, providing credit to 
smail and medium-sized enterprises) will create the jobs to satisfy that demand. And 
unfortunately, given our distorted tax system, for too many at the top, there are incentives to 
destroy jobs by moving them abroad. This growing inequality is in fact weakening demand- 
one of the reasons that inequality is bad for economic performance. 

Sixth, we pay a high price for this inequality, in terms of our democracy and nature of our 
society. A divided society is different— it doesn't function as well. Our democracy is 
undermined, as economic inequality inevitably translates into political inequality. I describe in 
my book how the outcomes of America's politics are increasingly better described as the result 
of a system not of one person one vote but of one dollar one vote. One of the prices we pay for 
the extremes to which inequality has grown and the nature of inequality in America— both 
inequality in outcomes and inequalities of opportunities— is that we have a weaker economy. 
Greater inequality leads to lower growth and more instability. These ideas now have become 
mainstream: even the IMF has embraced them. We used to think of there being a trade-off: 
we could achieve more equality, but only at the expense of giving up on overall economic 
performance. Now we realize that, especially given the extremes of inequality achieved in the 
US and the manner in which it is generated, greater equality and improved economic 
performance are complements. 

This is especially true if we focus on appropriate measures of growth, focusing not on what is 
happening on average, or to those at the top, but how the economy is performing for the 
typical American, reflected for instance in median income. For too many— perhaps even a 
majority— the American economy has not been delivering. And if our economy Is not 
delivering, it not only hurts our people, it undermines our position of leadership in the world: 
will other countries want to emulate an economic system in which most individuals' incomes 
are simply stagnating? 

We pay a price not only in terms of a weak economy today, but lower growth in the future. 

With nearly one in four American children growing up in poverty,^ many of whom face a lack of 
access to adequate nutrition and education, the country's long-term prospects are being put 
into jeopardy. 


* See http://www.chlldstats.sov/amefieaschlldren/ecola.asD (accessed March 30, 2014), 
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The seventh observation is that the weaknesses in our economy have important budgetary 
implications. The budget deficits of recent years are a result of our weak economy, not the 
other way around. If we had more robust growth, our budgetary situation would be far 
improved. That's why investments in decreasing inequality and increasing equality of 
opportunity make sense not only for our economy, but for our budget. When we invest in our 
children, the asset side of our country's balance sheet goes up, even more than the liability set: 
any business would see that its net worth is increased. In the long run, even looking narrowly 
on the liability side of the balance sheet, it will be improved, as these young people earn higher 
incomes and contribute more to the tax base. 

The final observation I want to make is that the role of policy in creating inequality means there 
is a glimmer of hope. Policy created the problem, and it can help get us out of it. There are 
policies that could reduce the extremes of inequality and increase opportunity— enabling our 
country to live up to the values to which it aspires. There is no magic bullet, but there are a 
host of policies that would make a difference. In the last chapter of my book. The Price of 
Inequality, I outline 21 such policies, affecting both the distribution of income before taxes and 
transfers and after. We need to move more people out of poverty, strengthen the middle class, 
and curb the excesses at the top. Most of the policies are familiar: more support for 
education, including pre-school; increasing the minimum wage; strengthening the earned- 
income tax credit; giving more voice to workers in the workplace, including through unions; 
more effective enforcement of anti-discrimination laws; better corporate governance, to curb 
the abuses of CEO pay; better financial sector regulations, to curb not just market manipulation 
and excessive speculative activity, but also predatory lending and abusive credit card practices; 
better anti-trust laws, and better enforcement of the laws we have; and a fairer tax system- 
one that does not reward speculators or those that take advantage of off-shore tax havens with 
tax rates lower than honest Americans who work for a living. If we are to avoid the creation of 
a new plutocracy in the country, we have to retain a good system of inheritance and estate 
taxation, and ensure that it is effectively enforced. We need to make sure that everyone who 
has the potential to go to college can do so, no matter what the income of his parents— and to 
do so without undertaking crushing loans. We stand out among advanced countries not only in 
our level of inequality, but also on how we treat student loans in our bankruptcy loans. A rich 
person borrowing to buy a yacht can get a fresh start, and have his loans forgiven; not so for a 
poor student striving to get ahead. The special provisions for capital gains and dividends not 
only distort the economy, but, with the vast majority of the benefits going to the very top, 
increase inequality— at the same time that they impose enormous budgetary costs: $2 trillion 
dollars over the next ten years, according to the CBO.’ While the elimination of the special 


" See Congressional Budget Office, 2013, The Distribution of Major Tax Expenditures In the individual Income Tax 
System, May, p.31, available at http://cbo.gov/sites/default/flles/cbofiles/attachments/TaxExoenditures One- 
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provisions for capital gains and dividends is the most obvious reform in the tax code that would 
improve inequality and raise substantiai amounts of revenues, there are many others that I 
discuss in the attached paper which i would like to submit for the record. 

A final point is that we must be careful of how we measure our progress. If we use the wrong 
metrics, we will strive for the wrong things. Economic growth as measured by GDP is not 
enough— there is a growing global consensus that GDP does not provide a good measure of 
overall economic performance. What matters is whether growth is sustainable, and whether 
most citizens see their living standards rising year after year. This is the central message of the 
International Commission on the Measurement of Economic Performance and Social Progress, 
which I chaired. Since the beginning of the new millennium, our economy has clearly not been 
performing in either of these dimensions. But the problems in our economy have been 
manifest for longer. As I have emphasized, a key factor underlying America's economic 
problems today is its growing inequality and the low level of opportunity. 

In the past, when our country reached these extremes of inequality, at the end of the 19'’’ 
century, in the gilded age, or in the Roaring 20s, it pulled back from the brink. It enacted 
policies and programs that provided hope that the American dream could return to being a 
reality. 

We are now at one of these pivotal points in history. I hope we once again will make the right 
decisions. You and your committee, in the budget decisions that you will be making, play a vital 
role in setting the country in the right direction. 


Column. odf (accessed March 28, 2014). This figure includes the effects of the "step-up of basis at death" 
provision, which reduces the taxes that heirs pay on capital gains. Not including this provision, the ten-year 
budgetary cost of preferential treatment for capital gains and dividends is $1.34 trillion. 
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Chairman Murray. Dr. Chetty, thank you very much. 

STATEMENT OF RAJ CHETTY, PH.D., WILLIAM H ENRY 

BLOOMBERG PROFESSOR OF ECONOMICS, HARVARD UNI- 
VERSITY 

Mr. Chetty. Chair Murray, Ranking Member Sessions, and 
members of the committee, it is my pleasure to speak to you today 
about opportunity and inequality in the United States. 

As you know, America is often hailed as the land of opportunity, 
a society in which children can succeed regardless of their family 
background. However, opportunities for upward income mobility in 
the U.S. are actually lower than in other countries. 

To take one statistic, a child born to parents in the bottom fifth 
of the income distribution in America has a 7.5 percent chance of 
reaching the top fifth of the income distribution, as you see here 
on the slides. In contrast, if you look at Denmark, a child born in 
the bottom fifth of the income distribution there has an 11.7 per- 
cent chance of reaching the top fifth. So, that is, children in Den- 
mark have a 50 percent higher rate of realizing the American 
dream than children growing up in America. 

Now, this low social mobility in the U.S. is not a new or tem- 
porary problem. Mobility has been low in the U.S. for the past sev- 
eral decades. However, because of the increase in inequality dis- 
cussed by Professor Stiglitz, the lack of mobility is a much more 
pressing problem today. In a society without much inequality, mo- 
bility would not matter very much because everyone would have 
similar incomes regardless of whether they moved up or not. But 
in a society with very high levels of inequality, a lack of oppor- 
tunity is a severe problem and can substantially hamper economic 
growth. 

Now, the stability and mobility over time has led some to ques- 
tion whether social mobility can be meaningfully influenced by pol- 
icy. I think the answer to this question is, yes, mobility can be im- 
proved by changes in policies that you can shape. The reason I am 
confident that mobility is malleable is that there are substantial 
differences in mobility across communities within America, as illus- 
trated in this map here, which I am going to turn to next. 

So, this is a heat map which shows you the chance that a child 
born to parents in the bottom fifth of the distribution, the income 
distribution, reaches the top fifth across areas of the United States. 
Lighter colors are areas with higher levels of upward mobility. So, 
what you can see from this map is that in some parts of the U.S., 
such as the Southeast or the Rust Belt, children who are born in 
the bottom fifth of the distribution have less than a five percent 
chance of reaching the top fifth. In contrast, in other areas, such 
as the Great Plains and the West Coast, the odds exceed 15 per- 
cent. 

Now, one thing you have to remember is no matter what policies 
you enact, you are never going to have more than 20 percent of 
people in the top 20 percent, right. So, the fact that you have odds 
of 15 percent versus five percent, you know, these are really big 
differences in rates of upward mobility across places within the 
U.S. 
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Now, there is substantial variation in upward mobility even 
among the largest cities. So, to take some examples here shown in 
this table, in cities like Salt Lake City and San Jose, you have 
rates of mobility that are comparable to Denmark and the most 
mobile countries in the world. But in contrast, if you look at other 
cities, like Milwaukee or Charlotte, North Carolina, the odds of 
reaching the — rising from poverty to the upper parts of the income 
distribution are much, much lower, lower than any developed coun- 
try for which we currently have statistics. 

Now, this variation in economic mobility across areas in the U.S., 
in my view, is actually some reason for optimism, because if we can 
make every city in America have mobility rates like San Jose or 
Salt Lake City, the United States would become one of the most 
upwardly mobile countries in the world and this would dramati- 
cally change economic growth and the structure of the economy. 

So, this naturally leads to the next question which we have in- 
vestigated in our research. What makes some places in America 
have much higher rates of upward mobility than others? So, we 
find five key factors that are correlated with differences in upward 
mobility across areas. 

The first is segregation. Areas with more racially integrated 
neighborhoods and more mixed-income neighborhoods tend to have 
higher rates of upward mobility. 

The second, as Senator Murray mentioned, is inequality. Areas 
with greater inequality, in particular, a smaller middle class, have 
less opportunity for mobility, as well. 

Third, as you might expect, areas with better schools, for in- 
stance, better teachers, smaller classes, better funding, tend to 
have higher levels of upward mobility. 

Fourth, areas with greater social capital, which are proxies for 
the strength of social networks and community involvement in an 
area, also tend to have higher levels of upward mobility. 

And finally, mobility is much higher in areas with stronger fam- 
ily structures, areas with fewer single parents, for example. Now, 
a very important thing to note there is that even children of mar- 
ried parents have higher rates of upward mobility if they live in 
a community with fewer single parents. So, this is something about 
the structure of the community and not, per se, whether you have 
single or married parents. 

So, these correlations do not necessary tell us what causes the 
differences in mobility across areas, but the results of the research 
that I have been describing point to certain types of policy solu- 
tions, and that is the last set of issues that I would like to discuss. 

First, since rates of upward mobility vary widely across cities, as 
I have shown you, place-based initiatives that focus on specific 
areas, for instance, improving mobility in Charlotte or Milwaukee, 
may be more effective than addressing the problem at a national 
level. Such policies might include targeted tax credits, efforts to re- 
vitalize local communities such as Promise Zones, or funding for 
improvements in local schools and investments in infrastructure. 

Second, much of the spatial variation in children’s outcomes 
emerges before they start working. We find that children in areas 
with low-income mobility also have higher teenage birthrates and 
lower college attendance rates. So, by the time they are in their 
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teenage years, you are seeing children in Charlotte and in Mil- 
waukee falling behind if they are from disadvantaged families. This 
tells me that it is important to improve childhood environments 
rather than focusing exclusively on providing jobs and ladders for 
opportunity as adults. I think both are very important. 

Third, there is clear evidence that improving primary education 
can have substantial effects on mobility. For example, in a recent 
study tracking one million students over 25 years, my colleagues 
and I find that a high-quality, excellent teacher generates more 
than $1.4 million in earnings gains for a single classroom of stu- 
dents over their lives. Hence, programs that increase teacher sala- 
ries and provide incentives for local school districts to retain and 
recruit higher-quality teachers are likely to have very large payoffs. 
Importantly, such investments in education have substantial re- 
turns throughout childhood, not just in the earliest years. 

Finally, perhaps the simplest and most cost effective way to im- 
prove mobility may be to construct and publicize local statistics on 
economic mobility. For instance, offering awards or grants to areas 
that have substantially improved their rates of upward mobility 
could spark local policy changes. I think that shining a spotlight 
on the communities where children do have opportunities to suc- 
ceed can enable others to learn from their example and increase op- 
portunities for economic mobility throughout America. 

Thank you. 

[The prepared statement of Mr. Chetty follows:] 
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The United States is often hailed as the “land of opportunity,” a society in which a child's 
chances of success depend little on her family background. However, opportunities for upward 
income mobility in the U.S. are lower than in other countries (Corak 2013). For example, a child 
bom to parents in the bottom fifth of the income distribution has a 7.5% chance of reaching the top 
fifth of the income distribution in the United States. But in Denmark, a child born in the bottom fifth 
has an 1 1 .7% chance of reaching the top fifth - a 50% higher rate of realizing the “American Dream” 
of moving up the income ladder than children in America.' 

Improving the rate of upward income mobility is an important issue for policy makers not 
just because it is one of the core principles of American society but also because improving mobility 
can have substantial economic payoffs. Unlike other issues that involve sharp tradeoffs, increases in 
absolute upward income mobility are likely to benefit everyone in society. Children from 
disadvantaged backgrounds naturally benefit direetly from higher levels of upward mobility. But 
affluent individuals benefit as well, because upward mobility contributes to economic growth and 
reduces the number of individuals receiving transfers from the government, saving taxpayers money. 

This testimony discusses recent research that offers lessons about how to improve economic 
mobility in the United States. It draws primarily on evidence from the Equality of Opportunity 
Project , which presents comprehensive statistics on mobility in the United States based on millions of 
anonymous earnings records. These statistics reveal that mobility has been low in the U.S. relative to 
other developed countries for the past several decades. While mobility has been stagnant over time, 
there is substantial geographic variation in mobility within the U.S., with some areas offering rates of 
upward mobility comparable to the most mobile countries in the world, such as Denmark. Based on 
this evidence, I discuss a set of policies - including place-based initiatives and investments in 
improving the quality of primary education - that can increase upward mobility. 


Trends in Mobility 

I begin by discussing trends in intergenerational mobility in the U.S. In a recent paper 
(Chetty et al. 2014a), we find that percentile-based measures of intergenerational mobility have not 
changed significantly between the 1971-1993 birth cohorts (see Figure 1 below). For example, the 
probability that a child reaches the top fifth of the income distribution given parents in the bottom 
fifth of the income distribution is 8.4% for children bom in 1971, compared with 9.0% for those bom 
in 1986. Children born to the highest- income families in 1984 were 74.5 percentage points more 
likely to attend college than those from the lowest-income families. The corresponding gap for 
children born in 1993 is 69.2 percentage points. 


' Othw measures of mobility - such as the probability of reaching the middle class or the correlation between parent 
and child income - exhibit similar patterns to those discussed in this testimony. I focus on the probability of moving 
from the bottom to top fifth for simplicity. 
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Figure 1. Time Trends in Intergenerational Mobility in the U.S. 



This figure plots the difference in average income percentiles for childrai bom to low vs. high-income parents in 
each year from 1971-1993. On average, children from the poorest families grow up to be 30 percentiles lower in the 
income distribution than children from the richest femilies, a gap that has been stable over time. For children bom 
after 1986, estimates are predictions based on college attendance rates. 


Putting together these results with evidence from Hertz (2007) and Lee and Solon (2009) that 
intergenerational mobility did not change significantly between the 1950 and 1970 birth cohorts, we 
conclude that rank-based measures of social mobility have remained stable over the second half of 
the twentieth century in the United States. 

Although rank-based measures of mobility remained stable, income inequality increased 
substantially over the period we study.^ Hence, the consequences of the “birth lottery” - the parents 
to whom a child is born — are larger today than in the past. A useful visual analogy (shown in Figure 
2) is to envision the income distribution as a ladder, with each percentile representing a different 
rung. The rungs of the ladder have grown further apart (inequality has increased), but children’s 
chances of climbing from lower to higher rungs have not changed (rank-based mobility has remained 
stable). 


^ This result may be surprising in light of the well known cross-country relationship between inequality and 
mobility, termed the “Great Gatsby Curve” by Krueger (2012). However, much of the increase in inequality has 
come from the extreme uppOT tail (e.g., the top 1%) in recent decades, and top 1% income shares are not strraigly 
associated with mobility across countries or across metro areas within the U.S. (Chetty et al. 2014b). Moreover, 
other countervailing trends - such as improved civil rights for minorities, greato’ access to higher education, and the 
war on poverty - may have of&et the impacts of increased inequality. 
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Figure 2. Change in the Income Ladder in the U.S. 



income 



The rungs of the income ladder have grown 
further apart (income inequality has increased) 

...but children's chances of climbing from lower 
to higher rungs have not changed. 


Combined with the increase in inequality, the stability in rates of mobility means that 
children’s economic prospects depend more heavily on their parents’ income today than in the past. 
The fact that mobility is significantly lower in the U.S. than in most other developed countries 
(Corak 2013) is thus a more imperative problem today than it was half a century ago. 

The stability in mobility over time had led some to question whether social mobility can be 
meaningfully influenced by policy (Clark 2014). Is mobility in the U.S. destined to be low relative to 
other countries because of its unique characteristics? Next, 1 turn to evidence on differences in 
mobility across communities within the United States, which paints a much more positive picture and 
suggests that mobility can in fact be improved in the U.S. 

Geographical Differences in Mobiiity 

In Chetty et al. (2014b), we characterize geographical variation in intergenerational mobility 
across the United States. We construct measures of intergenerational mobility for 741 “commuting 
zones” (CZs). Commuting zones are geographical aggregations of counties that are similar to metro 
areas but also cover rural areas. We assign children to a CZ based on their location at age 16 (no 
matter where they live as adults), so that their location represents where they grew up. When 
analyzing local area variation, we rank both children and parents based on their positions in the 
national income distribution. Hence, our statistics measure how well children do relative to those in 
the nation as a whole rather than those in their own particular community. 

We find substantial variation in mobility across areas, as illustrated in Figure 3. This heat 
map shows the probability that a child who grew up in a bottom-quintile income family reaches the 
top-quintile of the income distribution across areas of the U.S. In some parts of the U.S. - such as 
the Southeast and the Rust Belt - children in the bottom quintile have less than a 5% chance of 
reaching the top quintile. In other areas, such as the Great Plains and the West Coast, children in the 
bottom quintile have more than a 1 5% chance of reaching the top quintile. 
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Figure 3. The Geography of Intergeoerational Mobility 
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This map shows the probability that a child who grew up in bottom-qulntlle income femilies reaches the top-quintile 
of the income distribution across areas of the U.S. Lighter colors represent areas where children from low-income 
families are more likely to move up in the income distribution. 


Table 1. Upward Mobility io the 50 Largest Metro Areas: The Top 10 and Bottom 10 


Rank 

Commuting Zone 

Odds of Reaching 

Top Fifth from 
Bottom Fifth 

Rank 

Commuting Zone 

Odds of Reaching 
Top Fifth from 
Bottom Fifth 

1 

San Jose. CA 

12.9% 

41 

Cleveland. OH 

5.1% 

2 

San Francisco. CA 

12.2% 

42 

St. Louis. MO 

5.1% 

3 

Washington DC 

110% 

43 

Raleigh. NC 

5.0% 

4 

Seattle. WA 

10.9% 

44 

Jacksonville. FL 

4.9% 

5 

Salt Lake City. UT 

10.8% 

45 

Columbus. OH 

4.9% 

6 

New York. NY 

10 5% 

46 

Indianapolis. IN 

4.9% 

7 

Boston. MA 

10.5% 

47 

Dayton. OH 

4.9% 

8 

San Diego. CA 

10.4% 

48 

Atlanta. GA 

4.5% 

9 

Newark. NJ 

102% 

49 

Milwaukee. Wl 

4.5% 

10 

Manchester. NH 

100% 

50 

Charlotte. NC 

4.4% 
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There is substantial variation in upward mobility even amongst large cities that have 
comparable economies and demographics. Table 1 lists upward mobility statistics for the 50 largest 
metro areas, focusing on the 10 cities with the highest and lowest levels of upward mobility. Cities 
such as Salt Lake City and San Jose have rates of mobility comparable to Denmark and other 
countries with the highest rates of mobility in the world. Other cities - such as Charlotte and 
Milwaukee - offer children very limited prospects of escaping poverty. These cities have lower rates 
of mobility than any developed country for which data are currently available. 

In ongoing work, we find that if a child moves fi-om a city with low upward mobility (such as 
Milwaukee) to a city with high upward mobility (such as Salt Lake City), her own income in 
adulthood rises in proportion to the time she is exposed to the better environment. This finding 
shows that much of the difference in upward mobility across areas is driven by a causal effect of 
differences in the local environment rather than differences in the characteristics of the people who 
live in different cities. 

The variation in economic mobility across cities in the U.S. is reason for optimism. If we can 
make every city in America have mobility rates like San Jose or Salt Lake City, the United States 
would become one of the most upwardly mobile countries mobile in the world. This naturally leads 
to the next question: what makes some places in America have much higher rates of upward mobility 
than others? 

Correlates of the Spatial Variation in Mobility 

To understand the determinants of mobility, in Chetty et al. (2014b), we explore the 
correlations between upward mobility and various factors that have been discussed in prior work by 
sociologists and economists. 

The first pattern we document is that upward income mobility is significantly lower in areas 
with larger African-American populations. However, white individuals in areas with large AfHcan- 
Ameriean populations also have lower rates of upward mobility, implying that racial shares matter at 
the community rather than individual level. One mechanism (among many others) for such a 
community-level effect of race is segregation. Areas with larger black populations tend to be more 
segregated by income and race, which could affect both white and black low-income individuals 
adversely. Indeed, we find a strong negative correlation between standard measures of racial and 
income segregation and upward mobility. Moreover, we also find that upward mobility is higher in 
cities with less sprawl, as measured by commute times to work. These findings lead us to identify 
segregation as the first of five major factors that are strongly correlated with mobility. 

The second factor we explore is inequality. CZs with larger Gini coefficients have less 
upward mobility, consistent with the “Great Gatsby curve” documented across countries (Krueger 
2012, Corak 2013). In contrast, top 1% income shares are not highly correlated with intergenerational 
mobility both across CZs within the U.S. and across countries. Although one cannot draw definitive 
conclusions from such correlations, they suggest that the factors that erode the middle class hamper 
intergenerational mobility more than the factors that lead to income growth in the upper tail. 

Third, proxies for the quality of the K-12 school system are also correlated with mobility. 
Areas with higher test scores (controlling for income levels), lower dropout rates, and smaller class 
sizes have higher rates of upward mobility. In addition, areas with higher local tax rates, which are 
predominantly used to finance public schools, have higher rates of mobility. 
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Fourth, social capital indices (Putnam 1995) - which are proxies for the strength of social 
networks and community involvement in an area - are very strongly correlated with mobility. For 
instance, high upward mobility areas tend to have more religious individuals and greater participation 
in local civic organizations. 

Finally, the strongest predictors of upward mobility are measmes of family structure such as 
the fraction of single parents in the area. As with race, parents' marital status does not matter purely 
through its effects at the individual level. Children of married parents also have higher rates of 
upward mobility if they live in communities with fewer single parents. Hence, single parenthood 
itself is not a key predictor of differences in upward mobility; rather, living in a community with 
many single parents is associated with lower upward mobility. 

We find modest correlations between upward mobility and local tax and government 
expenditure policies and no systematic correlation between mobility and local labor market 
conditions, rates of migration, or access to higher education. 

While these correlations suggest that differences in local policies and community structures 
could have important effects on upward mobility, it is very important to recognize that the 
correlations cannot be interpreted as causal effects. For instance, areas with high rates of segregation 
may also have other characteristics that could be the root cause driving the differences in children’s 
outcomes. Hence, one cannot draw policy lessons directly from these correlations without further 
research into causal pathways. However, the evidence discussed above does shed some light on the 
types of policies that can improve mobility. 1 turn to these implications in the next and final section. 

Policy Implications 

Combined with other evidence from research, the results summarized above yield several lessons for 
policies to improve upward mobility in America. 

1. Place-Based Initiatives. Since rates of upward mobility vary widely across cities, place-based 
policies that focus on specific cities - such as Charlotte or Milwaukee - may be more effective 
than addressing the problem at a national level. Such policies may include targeted tax credits, 
efforts to revitalize local communities via efforts such as “promise zones,” or funding for 
improvements in local schools and investments in infrastructure. For example, the federal 
government could provide matching grants to local communities that undertake specific 
initiatives to improve mobility in their area with demonstrable impacts. 

2. Focus on Childhood Environments, The data show that much of the spatial variation in children's 
outcomes emerges before they enter the labor market. In particular, children in areas with low 
income mobility also have higher teenage birth rates and lower college attendance rates. These 
findings indicate that the differences in mobility are driven by factors that affect children while 
they are growing up. Hence, it is important to prioritize investments that change childhood 
environments rather than focusing exclusively on providing jobs and ladders of opportunity for 
adults who are already working. 

3. Invest in Improving the Quality of Education. Among the factors correlated with mobility 
discussed above, improvements in the quality of education have the clearest causal effects on 
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upward mobility. For example, in a study that tracked more than 1 million children from 
childhood to early adulthood (Chetty, Friedman, and Rockofr2013), we find that better teachers 
- as measured by test-score based value-added metrics - substantially increase students’ earnings 
and college attendance rates. We estimate that an excellent teacher generates more than $1.4 
million of earnings gains for a single classroom of students over their lives. These findings 
imply that programs that increase teacher salaries and provide incentives for local school districts 
to recruit and retain higher quality teachers are likely to be valuable. Similarly, other studies 
have presented evidence from randomized experiments showing that investments in improving 
pre-schools (e.g., Heckman et al. 2010) and reducing the size of classrooms (e.g., Chetty et al. 
201 1, Fredriksson et al. 2013, Dynarski et al. 2013) can also have significant long-term payoffs. 
Importantly, such investments in education have substantial returns throughout childhood, not 
just in the earliest years. 

4. Disseminate Information on Local Performance. Perhaps the most cost-effective way to improve 
mobility may be to publicize local statistics on economic mobility and other related outcomes. 
Simply drawing attention to the areas that need improvement can motivate local policy makers to 
take action. Moreover, without such information, it is difficult to determine which programs 
work and which do not. The federal government is well positioned to construct such statistics at 
minimal cost with existing data. The government could go further by offering awards or grants 
to areas that have substantially improved their rates of upward mobility. Shining a spotlight on 
the communities where children have opportunities to succeed can enable others to learn from 
their example and increase opportunities for economic mobility throughout America. 
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Chairman Murray. Thank you very much. 

Dr. Hall. 

STATEMENT OF KEITH HALL, PH.D., SENIOR RESEARCH 
FELLOW, MERCATUS CENTER 

Mr. Hall. Chairwoman Murray, Ranking Member Sessions, and 
members of the committee, thank you for the invitation to discuss 
income and equality and today’s economy. I appreciate the oppor- 
tunity to testify today. 

Nearly five years after the end of the Great Recession, the labor 
market today is still far from full recovery. The share of the work- 
ing-age population with employment remains lower today than at 
the end of the recession in 2009. At the heart of this poor labor 
market recovery lies weak economic growth. 

I want to talk about three things in my testimony. First, I want 
to talk about disengagement from the labor force. I believe that our 
unprecedented disengagement from the labor force is the biggest 
ongoing economic challenge that we face today. 

Second, I want to talk about jobs and income inequality. Because 
of the impact of employment on income inequality, particularly on 
poverty, I believe that our current disengagement from the labor 
force is a real concern for income inequality in the U.S. in the near 
term and we should not lose sight of this fact. 

Third, I want to talk about economic policy and income inequal- 
ity. We need to be keenly aware of what impact current policies 
and proposed policy changes are likely to have on the size of the 
U.S. labor force and, therefore, on income inequality in the United 
States, and this is in the near term, in particular. 

First, labor force disengagement. We have had an unprecedented 
disengagement from the labor force in the United States. This is, 
I believe, the biggest ongoing economic challenge that we face 
today. We should, therefore, be very cautious about how our cur- 
rent policy choices may contribute to this problem. 

Since the beginning of the recession, participation in the labor 
force has fallen to a 35-year low of just 63 percent. While some of 
this decline was expected and is due to an aging population, most 
was not. In 2013, labor force participation was at a 20-year low or 
longer for every age range between 20 and 54 years old. If you look 
at my written testimony and see Figure 1, you will see the data 
on that. 

The adverse effects of this are real for American families. It is 
well established that individuals experiencing job loss will have 
large and persistent earnings losses for years afterwards. Also, the 
young graduating from school into a bad labor market will remain 
behind in their careers for well over a decade. Further, the longer 
an individual is out of the labor force, the less likely they are to 
return to employment. With four million long-term unemployed 
and likely millions more long-term jobless, this disengagement may 
already be permanently affecting the size of our labor force going 
forward. 

Fully eliminating the effect of our aging baby boomers reaching 
retirement, I estimate that the labor force is currently short over 
4.5 million people. Last year alone, this amounted to a loss of $500 
billion in potential national income. 
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Second, jobs and income inequality. Let me start with a simple 
statement. Government spending does not move people out of pov- 
erty. Jobs do. I am not suggesting that the government social safe- 
ty net is not important. However, despite a dramatic increase in 
government spending on means tested programs, there were a 
record 46 million people living in poverty in 2012. Lack of employ- 
ment is the primary cause of this poverty. Most of those aged 18 
to 64 years old who were in poverty did not have as much as a sin- 
gle week of employment during 2012. Only about 11 percent had 
full-time employment. 

Further, we have never had a decline in the poverty rate that 
was not associated with a rise in the rate of employment. And, 
since the late 1990s, employment appears to be the only thing that 
reliably reduces poverty. If you look again at my written testimony. 
Figure 2 shows this relationship. For this reason, I believe that 
this disengagement from the labor force is our biggest threat to im- 
proving income inequality in the United States in the near term. 

Third, I want to talk about economic policy and income inequal- 
ity. Because of the current state of the labor market and its impact 
on income inequality in the short run, I want to emphasize that 
policies that either raise the cost of hiring or make it more difficult 
for individuals to return to the labor force are counterproductive to 
our labor market recovery. They can even contribute to income in- 
equality through encouraging continued disengagement from the 
labor force. 

I want to briefly mention three examples. First, the proposal to 
raise the Federal minimum wage from $7.25 to $10.10 an hour may 
have the perverse and unintended effect of increasing income in- 
equality. It is, of course, a laudable goal to see wages increase, par- 
ticularly for those who could benefit the most from the raise. How- 
ever, forcing employers to pay more to low-skilled workers could 
mean job losses for a group that is already having trouble finding 
work and fewer hours for a sector of the labor market that mainly 
works part-time. 

No matter what you have heard about the effects of raising the 
minimum wage, there is a significant amount of economic research 
that finds raising the minimum wage only benefits some workers 
at the expense of jobs for others, particularly the least skilled and 
experienced workers. 

The current proposal represents a huge 39 percent increase in 
the hourly wage cost of hiring for many. Common sense dictates 
that raising the cost of hiring the least skilled workers will force 
employers to look to substitutes like higher skilled workers or rap- 
idly advancing technology. The Congressional Budget Office re- 
cently agreed, estimating that half-a-million people will lose their 
jobs as a result. The least skilled and experienced workers will pay 
this price in job loss. 

A second example is the Affordable Care Act. CBO’s recent find- 
ing that the Affordable Care Act will significantly reduce the incen- 
tive to work by the equivalent of more than two million full-time 
workers in just a few years is deeply concerning. 

And, third, a broader example of a counterproductive policy is 
raising the regulatory burden for companies while we still have a 
struggling labor market. While new regulation may be important. 
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they raise the cost of production and, therefore, the cost of hiring 
production workers. Many of those workers have below-average 
wages to begin with, and in a bad labor market, job loss is much 
costlier for affected families. 

So, in conclusion, our current very low rate of labor force partici- 
pation needs to be a central focus of policy makers. We should 
focus on what the government is doing that makes it harder for 
companies to increase hiring and avoid policies that discourage in- 
dividuals from reentering the labor force. Government assistance to 
the low-income and jobless is important, but the reemployment of 
the jobless is what we need to reduce poverty and lower income in- 
equality. 

Thank you. 

[The prepared statement of Mr. Hall follows:] 
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Chairwoman Murray, Ranking Member Sessions, and members of the Committee: Thank you for the 
invitation to discuss income inequality and today’s economy. I appreciate the opportunity to testify today. 

Nearly five years after the end of the Great Recession, the labor market today is still far from full recovery. 
At just 58.8 percent, the share of the working-age population with emplo 3 mient is still below what it was in 
2009. Inadequate growth is at the heart of this poor recovery. We have, in fact, been very fortunate to get 
a relatively modest level of job creation given the fact that the economy has grown at an average annual 
rate of just 1.6 percent over the past three years. 

The problem of this inadequate job growth for everyone in America can be explained as follows: 

• We have seen an unprecedented disengagement from the labor force since the end of the 
recession. Last year, labor force participation was at its lowest level in 35 years. This is, I be- 
lieve, the biggest ongoing economic challenge that we face today. 

• Unless we stop this trend and begin to bring back the millions of Americans who are no 
longer in the labor force, we will have permanently lower economic growth, slower income 
growth, and rising income inequality. 

• In order to assist American families to escape poverty, we must focus on policies that sup- 
port employment by encouraging economic growth, lowering the cost of hiring for employ- 
ers, and increasing incentives to re-enter the labor force. 

LABOR FORCE DISENGAGEMENT 

The adverse effects of joblessness are real for American families. It is well established that individuals expe- 
riencing job loss have large and persistent earnings losses for years afterwards. Recent estimates find that, 
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on average, lower earnings will continue for nearly 20 yeare. Rirther, the impact on the long-term jobless is 
even more severe and millions of jobless today stand die real risk of never returning to the labor force. 

Since the beginning of the recession, participation in the labor force has fallen to just 63 percent. This is the 
equivalent of a withdrawal of nearly 7.5 million people. While some of this decline was expected and is due 
to an aging population, most was not. In 2013, labor force participation was at a 20-year low or longer for 
every age range between 20 and 54 years old. (See figure 1.) Fully eliminating the effect of our aging baby 
boomers reaching retirement, I estimate that the labor force is currently short over 4.5 million people. 


This unprecedented disengagement from the labor force has serious implications for the economy. 
Using CBO’s methodology, this 4.5 million-person shortfall in the labor force last year alone was equiv- 
alent to a $500 billion shortfall in potential national income. This is a 3.0 percent loss of income for 
American families. 

The problem of disengagement from the labor force needs urgent attention. It has always been true that 
the longer an individual is out of the labor force, the less likely they are to return to employment. With 
four million long-term unemployed and likely millions more long-term jobless, this disengagement may 
already be permanently effecting our labor force, and we could have a permanently smaller workforce. 
This, I believe, is the biggest threat to improving income inequality in the United States. 

EMPLOYMENT AND POVERTY 

Despite the end of the recession in 2009 and a dramatic increase in government spending on means-tested 
programs, there were still a record 46 million people living in poverty in 2012. Federal spending alone on 
these programs was $750 billion in FY 2011, up over 30 percent from FY 2008. Lack of employment is the 
primary cause of this poverty. Most of those aged 18 to 64 years old who were in poverty didn’t have as 
much as a single week of employment in 2012. Only about 11 percent had full-time employment. 

Government spending does not move people out of poverty— jobs do. We have never had a decline in the 
poverty rate that wasn’t associated with a rise in the rate of employment. Since the late 1990s, employ- 
ment appears to be the only thing that reliably reduces poverty. (See figure 2.) 

We should focus on jobs if our goal is to have a significant impact on income inequality in the United 
States in the near term. We should be encouraging hiring by helping to lower the cost of hiring to firms. 
Similarly, we should be encouraging disengaged workers to re-enter the labor force. Policies that either 
raise the cost of hiring or reduce the incentive for work are counterproductive. They often can even 
contribute to income inequality by contributing to disengagement from the labor force. 

For example, the proposal to raise the minimum wage from $7.25 to $10.10 an hour may have the perverse 
and unintended effect of increasing income inequality in the United States. It is, of course, a laudable goal 
to see wages increase, particularly for those who could benefit the most from the raise. However, forc- 
ing employers to pay more to low-skilled workers could mean job losses for a group that is already having 
trouble finding work and fewer hours for a sector of the labor market that mainly works part-time. 

No matter what you’ve heard about the effects of raising the federal minimum wage, there is a signifi- 
cant amount of economic research that finds raising the minimum wage only benefits some workers 
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at the expense of jobs for others— particularly the least skilled and experienced workers. The current 
proposal represents a huge, 39 percent increase in hourly wage cost of hiring for many. Common sense 
dictates that raising the cost of hiring the least skilled workers will force employers to look to substi- 
tutes like higher skilled workers or rapidly advancing technology. 

In 2013, there were 8.8 million people making between $7.25 and $8.25 an hour. I’ll call these the “near- 
minimum-wage” earners. These are the least experienced and least skilled of our workforce. Most are 
under the age of 25 and have no more than a high school diploma. The biggest economic problem for 
this group is securing employment of any type. Less than half are even in the labor force, and for those 
that are, the unemployment rate is 21.7 percent— well over three times the national average. 

The Congressional Budget Office also recognizes that raising the minimum wage would only benefit 
some workers at the expense of jobs for others. They estimated that half a million people will lose their 
jobs as a result of increasing the minimum wage to $10.10. These “near-minimum-wage” earners would 
be the ones paying the price of job loss because we raised their cost of hiring by nearly 40 percent. 

Another example of a policy that will contribute to our problem of disengagement from the labor force 
is the Affordable Care Act. CBO’s recent finding that the Affordable Care Act will significantly reduce 
the incentive to work by the equivalent of more than 2 million full-time workers in just a few years is 
deeply concerning. 

More generally, raising the regulatory burden for companies while we have a struggling labor market 
is counterproductive. While new regulations may be important, they raise the cost of production and 
therefore the cost of hiring production workers. Many of these workers have below-average wages to 
begin with, and in a bad labor market, job loss is much costlier for affected families. 

Raising the rate of labor force participation needs to be a central focus of federal policymakers, in order 
to strengthen our economy and raise the prospects of low-income Americans. To do this, we need to 
make it easier, not harder, for companies to increase hiring. We also need to encourage individuals to 
re-enter the labor force, not discourage them. Government assistance for the jobless is important, but 
the re-employment of the jobless is what we need to reduce poverty and lower income inequality. 
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Figure 1 . Change in labor force percentage rate since 2007. 
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Chairman Murray. Well, thank you, all of you, for your testi- 
mony today. 

I want to start with a question about the types of policies that 
we here in Congress should consider if we want to create more op- 
portunity and improve economic mobility and strengthen our mid- 
dle class. 

Over the last several years, we have made significant progress 
towards addressing our medium-term budget deficits, and while I 
certainly believe that we need to build on the foundation we laid 
with the Bipartisan Budget Act and continue to address our long- 
term debt challenges, I also really worry that we have not done 
nearly enough to address the many other deficits that our country 
faces today, which I believe are a big part of the reason why eco- 
nomic opportunity is so scarce for so many families these days. I 
know my colleagues on the other side of the aisle tend to argue 
that rather than invest in education or fix our crumbling infra- 
structure or patch the holes in our social safety net, that we should 
reduce taxes for those at the top and cut back on those services. 

So, Dr. Stiglitz, I want to ask you your thoughts today on the im- 
portance of public investments — education, infrastructure, scientific 
research — and ask you if these types of public investments are an 
important part of improving economic mobility in this country. 

Mr. Stiglitz. Yes, I very strongly believe they do. Let me try to 
emphasize a couple points. One, if we focus — we need to focus on 
both sides of the nation’s balance sheet. When we talk about the 
debt, every company looks at both its liabilities, what it owes, and 
its assets. And the fact that in the government, you only look at 
one side, is a big mistake. We should be looking not only at what 
we owe, but also the assets. And what are the assets? The assets 
are human capital, the investments in people, our infrastructure, 
investments in technology. 

So, if we were looking at this like a company, it would be clear 
that these were good investments. We can borrow today at a nega- 
tive real interest rate, and there are lots of studies that show that 
the returns on these investments are enormous. So, that is one as- 
pect. 

The second one is that in making those investments, we would 
create demand. The real problem today with our economy is lack 
of aggregate demand. That is why there are not jobs. In the sectors 
of our economy where there is demand, jobs are being created. So, 
it is lack of demand that is really holding the economy back. 

So, if we started investing in areas like you mentioned, infra- 
structure, education, we would increase demand in those areas. We 
would create jobs. And that would strengthen our economy. 

Now, what is very clear is that one of the sources of inequality 
is the lack of demand. It is hurting the poor, people in the middle, 
because both directly because of the unemployed, but indirectly, 
the unemployment is driving down wages. It is one of the things. 
But we have to remember, this is a quarter-century problem. It is 
not just something that has been post the recession. It has gotten 
worse. That is what I emphasize. But, it has been there for a long 
time. 

And part of the reason it is there for a long time is the under- 
investment in education. Professor Chetty pointed out the impor- 
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tance of, for instance, those childhood investments, preschool edu- 
cation, recognized by Professor Heckman in his research. 

So, it is the failure to make these investments that both lead to 
the weak economy today, will contribute to a weak economy tomor- 
row, and both through the macroeconomic and through the effects 
on the children, are going to create more inequality. 

Chairman Murray. Dr. Chetty, you have been studying the rela- 
tionship between different factors in economic mobility. Let me ask 
you sort of the same question, and in your research, have you 
found that lowering taxes for the wealthiest Americans helps im- 
prove mobility? 

Mr. Chetty. Thank you. No. So, we have studied, as I men- 
tioned, various factors that are correlated with differences in mobil- 
ity across areas and over time, and we do not find any evidence 
that lowering tax rates on the wealthiest Americans would increase 
mobility. In fact, I would say to the contrary, as Professor Stiglitz 
was saying. You have got to think about where you are spending 
the revenue that you collect. 

So, if you raise taxes and collect additional revenue that you 
then invest in better schools or better infrastructure, given the 
rates of return that we found on such investments, I would think, 
actually, precisely the opposite, that in a situation such as the one 
we are in today, where many people think we are under-investing 
in basic infrastructure that is going to have a huge long-term pay- 
off for the American economy, we need to find, as Senator Sessions 
said, we need to fund those investments in some way. And, on net, 
I would say, increasing the taxes on the wealthiest and closing cer- 
tain loopholes, for instance, in the corporate tax system, as you 
suggested, would, if invested well, have very large returns. 

Chairman Murray. Okay. Thank you. My time is up. 

Senator Sessions. 

Senator Sessions. Thank you. 

Dr. Hall, I did not realize that your chart shows something sur- 
prising to me, and that is that the dropout or the decline in the 
workforce participation is much higher from the historical average 
among younger workers than it is among the older workers. You 
actually have, from 60 to 65 and over, about a two percent increase 
in participation, whereas from age 20 to 24, there is a 6.7 percent 
decline in workforce participation. From 50 to 54, a four percent 
decline in workforce participation. You expressed concern about all 
this. Would you share with us a little more your thoughts on those 
numbers. 

Mr. Hall. Well, sure. You know, there has been lots of talk 
about the effect of the aging baby boomers, that that is the reason 
for labor force — 

Senator Sessions. Madam Chairman, Senator Johnson needs to 
go, and I told him I would let him go first and I just blithely went 
right on in asking questions. Could I yield to him, and I will try 
to reduce my time by a minute when I get to my time? 

Chairman Murray. Absolutely. Of course. 

Senator Sessions. He has another meeting, and I am glad he 
could be here. 

Senator Johnson. Thank you. Senator Sessions and Madam 
Chair. 
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I would like to go to Mr. Hall right off the bat, a similar type 
of question. Mr. Hall, you talked about our workforce being 4.5 mil- 
lion people short. Can you just tell me where you are getting that 
from and explain that. 

Mr. Hall. Well, sure. If you look at what is typical participation 
rates by age, for example, the participation rates in 2007 were 
rather different than they are right now, and so, really, what I just 
did is I look at every single age and look at what the participation 
rate was in 2007 and what the participation rate is right now, and 
you find that we are short in terms of the average participation at 
every single age rage between 20 and 54 right now, and this is 
pretty significant. 

So, the part of the issue, I think, that we really need to face is 
getting people back engaged in the labor force. It is not just baby 
boomers that are retiring. This is every age. The young in par- 
ticular, actually, have really dropped out of the labor force, and I 
think that is a real concern going forward. 

Senator Johnson. Okay. You are just talking about a shortage 
in the labor force. You are not saying that there are 4.5 million jobs 
available that are not being filled. 

Mr. Hall. Well, that is right. That is right. In fact, if you were 
to look at where we are short in jobs, we are short in jobs probably 
10.5 million people — jobs, actually. 

Senator Johnson. We had a pretty interesting witness before the 
Budget Committee here last year, Gary Alexander, who is the Sec- 
retary of Public Welfare in Pennsylvania. He had a pretty inter- 
esting study that he conducted on single moms which showed the 
disincentive nature — disincentivizing nature of all the assistance 
programs. Basically, his conclusion was that a single mom was bet- 
ter off only earning up to $29,000 because her combination of earn- 
ings plus benefits, a total of $57,000, versus earning $69,000 where 
her combination income and benefits would be the same amount, 
basically, $57,000 after tax. In other words, she had a 100 percent 
maximum tax rate from $29,000 to $69,000 with increased taxes as 
well as reduction in benefits. Can you just speak to that type of 
problem in terms of the incentives not to continue working. 

Mr. Hall. Sure. You know, I do not want to — we need a social 
safety net. That is an important thing. But we need to be very 
aware of what sort of incentives that creates with our policies. 
Keeping people — making it hard for people to reenter the labor 
force and making it hard for businesses to rehire people, I think, 
really creates a problem. And so many people out of the labor force 
for so long is a problem because the longer people are out, the less 
likely they are to ever return to the labor force. So, to some degree, 
we can make people unemployable by keeping them out of the labor 
force for a long period, like we have seen. 

Senator Johnson. You know, I agree. We are a compassionate 
society. We all want a strong social safety net. But the problem is, 
how do you design that social safety net where it really stays con- 
fined to those people that really need it and does not start creeping 
into populations where it creates this kind of disincentive for par- 
ticipation in the labor force. 

My final question really has to do with mobility. We are always 
talking about income mobility. What about geographic mobility and 
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what effect — there are jobs going wanting up in North Dakota, up 
in those energy fields. In the State of Wisconsin, we have 18,000 
welding jobs that are unfilled. So, what is the effect — I mean, why 
do we no longer have that mobility? Why do people feel like they 
really should not go to the areas where there really are lucrative 
jobs for the taking? 

Mr. Hall. Well, certainly, sort of fiscal location mobility would 
be something that would slow down a recovery and make it dif- 
ficult for folks to recover, and that is really a good point, that we 
have a very weak labor market, but not everywhere in every indus- 
try. There are industries where you can see some real issues with 
difficulty finding workers, qualified workers. That is the sort of 
thing we ought to worry about, is mobility of all different types, be- 
cause that is a real strength for an economy. 

Senator Johnson. I would just like to ask the other witnesses, 
do you have any comment on that lack of mobility, or the fact that 
we simply — people are not moving to where the jobs are. 

Mr. Stiglitz. Yes. One of the problems is that when people have 
very little wealth, because the people at the bottom have no 
wealth — in fact, a lot of them have negative wealth — they cannot 
afford to just take the risk of moving somewhere else. There is a 
piece of legislation, I do not know whether it is in the House or the 
Senate, that has been introduced to try to provide assistance to 
help people move, mobility assistance, and it has gotten bipartisan 
support and I think it is an important kind of measure, because 
people do not have the resources to up and move. 

Part of the reason is the severity of the housing crash. People at 
the bottom had a very large fraction of their wealth in their hous- 
ing — always — but then the house prices came down. They were 
over-indebted. They had been sold wrong mortgages. And so this 
has exacerbated, which is something that is always a problem — the 
Great Recession has exacerbated, and the data that has recently 
come out from the Fed about the wealth at the bottom has really 
highlighted this particular problem, and I think it is something 
that Congress ought to be doing something about. 

Senator Johnson. Okay. Well, thank you. 

Thank you. Madam Chair and Senator Sessions. 

Chairman Murray. Thank you very much. 

Senator Kaine. 

Senator Kaine. Thank you. Madam Chairwoman, and to the wit- 
nesses, thank you for your testimony. 

We are in an interesting centennial that I just discovered this 
morning, and I just want to read something before I ask a couple 
of questions. Quote, “After the success of the moving assembly line, 
Henry Ford had another transformative idea. In January 2014 
[sic], he startled the world by announcing that Ford Motor Com- 
pany would pay $5 a day to its workers. The pay increase would 
also be accompanied by a shorter workday. While this rate did not 
automatically apply to every worker, it more than doubled the av- 
erage auto worker’s wage. Henry Ford had reasoned that since it 
was now possible to build inexpensive cars in volume, more of them 
could be sold if employees could afford to buy them. The $5 day 
helped better the lot of all American workers and contributed to 
the emergence of the American middle class. In the process, Henry 



38 


Ford had changed manufacturing forever.” That is from a Ford 
Motor Company press release issued earlier this year celebrating 
the 100th year anniversary of that wage increase. 

The question I want to ask all of you is really about tax policy. 
As a general matter, we have made the policy decision to tax salary 
from labor at significantly higher rates than earnings from invest- 
ments. To what extent does that contribute to inequality, and to 
what extent does it affect our economy? I would like to hear from 
all of you about that. 

Mr. Stiglitz. Okay. Well, very briefly, it obviously creates a lot 
of — contributes to inequality, because the distribution of capital, 
wealth, is much more concentrated than the distribution of wage 
income. So, what you are doing — if you look at the data in the CBO 
study that recently came out, if you look at the data of who bene- 
fits from that lower taxes of capital gains, who benefits from the 
lower preferential treatment of dividends, who benefits from the 
step-up of basis on death, it is disproportionately money all at the 
top. So, this is a provision that creates more inequality. 

At the same time, the next one I referred to, the cost over ten 
years of these special provisions is basically $2 trillion. That is a 
lot of money that would go a long way to putting our budget in bet- 
ter shape. 

The evidence that this leads to more investment just is not there. 
You know, when they are keeping their money in the Cayman Is- 
lands or, you know, it is not there because of the greater sunshine 
makes the money grow faster than for the lack of sunshine, and 
they often take that money and are not reinvesting it in America. 
So, we could have a tax program that would incentivize investment 
in America, job creation in America, but that is not what these spe- 
cial provisions are really doing. 

Senator Kaine. Dr. Chetty. 

Mr. Chetty. Yes. I would agree with everything Professor 
Stiglitz said. I think the key issue here is that capital income is 
much more concentrated than labor income. 

Another point that adds onto that is because you have to meet 
a given budget, if you have lower capital income tax rates, you nat- 
urally have to have higher labor income tax rates and that poten- 
tially leads to more of the disincentive effects that were mentioned 
before, where people feel like their net return to working is smaller 
and it is harder — it is more costly for companies to hire workers. 

So, in my view, a reform that moved towards increasing capital 
income tax rates, either investing that money, again, coming back 
to infrastructure, education, or lowering labor income tax rates, 
would likely improve the strength of the American economy. 

Senator Kaine. Dr. Hall. 

Mr. Hall. I am not an expert in tax policy. I will not speak too 
much on it, other than I do feel like we try to do too much with 
our tax policy. You know, I think when you try to conduct policy 
through taxes, you create a lot of incentives and you create a lot 
of problems with that. 

Just in general for me, I think, I would rather see tax policy 
there to generate revenue and not try to manipulate things in the 
economy. Just simplify the tax code. Get rid of loopholes. Make it 
basic. 
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Senator Kaine. You know, I think the history would show that 
we taxed earnings from capital at higher rates than earnings from 
labor for a very long time, and then we attempted to begin to ma- 
nipulate and moved the taxation on capital and labor to approxi- 
mately an equivalent, and now we have moved the taxation on 
earnings from capital to significantly less. So, I think there has 
been a manipulation of the tax code in the ways you described. 

The traditional answer has been that education is one of the 
great lifters and levelers in that opportunity. What are the barriers 
to that being the case today, and answer quickly, because I have 
pretty much used up my time. 

Mr. Stiglitz. Okay. I mean, really, we focus on higher education. 
It is getting very expensive, particularly with the recession, the 
cutback in State aid. Tuition has soared. We mentioned before that 
median income is at a quarter-century low, so incomes are going 
down. Tuition is going up. The only way to make it is debt. And 
the form of debt the United States has is really crushing, because 
bankruptcy law, you cannot get forgiveness of that even in bank- 
ruptcy. Other countries, like Australia, have come up with really 
good proposals like income-contingent loans, where the amount you 
repay depends on your income. So, it is not the crushing effect, and 
it has worked very well. It is one of the reasons why they have suc- 
ceeded in getting more equality of opportunity in Australia than in 
the United States. 

Senator Kaine. Thank you. Madam Chairwoman. 

Chairman Murray. Thank you very much. 

Senator Sessions, we will go back to you. 

Senator Sessions. All right. Thank you. 

Dr. Hall, you indicated three things that would actually — I think 
it is indisputable — would reduce jobs in America. That is the min- 
imum wage increase that the CBO has told us. There is no doubt, 
I think, that the Affordable Care Act has been a detriment. Two- 
thirds of the jobs last year that were created were part-time. Some 
of that clearly was Affordable Care Act. And that more regulations, 
excessive regulations. Maybe regulation is good for one industry, 
but it applies to too many industries. That is unhealthy. 

Let me ask you a few things that might be healthy and helpful 
without adding to our debt. If the United States were to exploit 
this new ability to produce energy, both onshore and offshore and 
on Federal lands, would that help create jobs and wealth in Amer- 
ica and tax revenue for the government? 

Mr. Hall. Absolutely, and actually, it already has. The job 
growth in, for example, the natural gas industry has really been 
pretty impressive, despite the job loss in the rest of the private sec- 
tor since 2006. 

Senator Sessions. And you mentioned the tax code simpler, and 
I agree with that. It needs to be more growth oriented and simpler, 
it seems to me. Can we do that? Could we retain this current level 
of revenue and create a tax code that is, in fact, simpler and help 
create more growth than we are seeing today? 

Mr. Hall. Well, absolutely. I do not want to go too far beyond 
my expertise, but I think that is right. I think the efforts to look 
at the tax code and look at just sort of simplifying it, getting rid 
of loopholes and getting a simpler basic tax code whose real goal 
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is just to collect taxes, not to do all sorts of things, has real poten- 
tial benefit. 

Senator Sessions. Dr. Stiglitz, the problem about loopholes is 
something we have gone around about a good bit here. I think 
there is not support in Congress to close loopholes to fund new 
spending, but there is a belief that we can create a tax code that 
is more growth oriented. In fact. Chairman Baucus was clear that 
we ought to close loopholes, have a simpler system, but use that 
to keep the rates more competitive worldwide. How would you ana- 
lyze that issue? 

Mr. Stiglitz. Actually, mean, obviously, we need a better tax 
system. I referred to the special provisions on capital gains and 
dividends that, I think, do not lead to stronger growth. The way we 
treat foreign income of multinationals and American companies 
that operate abroad, that they can keep the money abroad, reinvest 
the money abroad and not bring it in the United States, is an in- 
centive to create jobs abroad. So, we have a perverse tax system 
which encourages job creation abroad. 

But, the actual effect of the corporate income tax, lowering that 
would not help, I believe, because, remember, at the margin, firms 
can borrow and debt on the part of firms is tax deductible. In fact, 
most evidence is that most firms finance the marginal investment 
by debt. It is tax deductible. So, the income is taxed at the same 
rate that the interest is tax deductible. There is no significant ad- 
verse effect, in fact, from the corporate income tax. So lowering the 
corporate income tax would provide no benefit. 

What we should do is to say, if you invest in America, you can 
get a lower rate. If you do not invest in America, you actually 
should pay a higher rate. So, I would argue that get rid of the cor- 
porate loopholes, raise the corporate income tax, but give a break 
for those who invest in America. 

Senator Sessions. Well, that is pretty much the government di- 
recting a lot of things that I am not sure we are able to do. 

Dr. Chetty, thank you for your participation. I do think moving 
from the bottom quintile to the top is a big move, and maybe cul- 
turally, we have already done so much of that that we will not ex- 
pect to see that. I would like to see people move from lower income 
levels to middle income levels, the middle income level to move up 
a level or two in a system that is fair. I think that would be better 
for America, and it was within our grasp. My time is up, but — 

Mr. Chetty. If I could just say one thing on that, I absolutely 
agree. So, the statistics I presented were just one example, focusing 
on moving from the bottom fifth to the top fifth. But you see ex- 
actly the same patterns that I showed you if you look at, say, mov- 
ing from the bottom fifth to the middle class. The places that look 
better in terms of helping kids move up all the way to the top also 
are better in terms of helping kids reach the middle class. And I 
agree that that would be a great goal. The U.S. falls behind other 
countries in achieving that goal, as well. 

Senator Sessions. Well, our numbers that I just said show we 
are dropping from middle income to lower income, unfortunately, 
a little bit. 

Chairman Murray. Senator Sanders. 
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Senator Sanders. Thank you, Madam Chair, and thanks for 
holding this important hearing, and thank you very much for our 
guests for being here. 

I do not have a whole lot of time. Let me just focus very briefly, 
if I could, on three issues. While we are dealing today with econom- 
ics and finances, ultimately, we are dealing with a moral issue of 
what kind of nation we want to become. From a moral perspective. 
Dr. Stiglitz and other members of the panel, do you have a problem 
that the top one percent owns 38 percent of the financial wealth 
of America while the bottom 60 percent owns all of 2.3 percent? Do 
we have a problem that one family, the Walton family of Wal-Mart, 
owns more wealth than the bottom 40 percent of the American peo- 
ple, one family? Should Congress begin to address income and 
wealth inequality from a moral perspective? Dr. Stiglitz, very brief- 
ly, because I have a couple of other questions. Yes or no, do you 
think? 

Mr. Stiglitz. Yes. Yes, but it also has strong economic — 

Senator Sanders. I am going to get to that in a second, within 
my two minutes here. 

Dr. Chetty. 

Mr. Chetty. Yes. I certainly agree that inequality, and to the ex- 
tent it creates inequalities in opportunity, which I believe it does, 
it is a moral issue. 

Senator Sanders. Okay. Dr. Hall. 

Mr. Hall. My expertise is in economics, but I will just say, I 
think we should be focusing more on raising the incomes of the low 
and focusing on those, increasing mobility for the low. That should 
be the focus and not so much worrying about whether the wealthy 
make a lot or not. 

Senator Sanders. So, you do not have a concern that the top one 
percent own 38 percent — 

Mr. Hall. Well, what I want is I want to see a better outcome. 
I want to see a better outcome for the low-income folks, and I think 
the way to do that is to focus on their situation. 

Senator Sanders. Let me ask this, and again, I know I am a lit- 
tle bit off subject here and I apologize for that, but it is important. 
I think. Dr. Stiglitz, you touched on this. When we talk about un- 
fair distribution of wealth and income, what we are seeing, espe- 
cially in recent years, is the wealthiest people in this country are 
not simply reinvesting their money in business or putting it under 
their mattress. They are, in a very significant way, putting that 
money into politics, to elect politicians who will represent their in- 
terests. 

Do you have a concern with, say, the Koch family spending what 
we think will be hundreds and hundreds of millions of dollars on 
the political process, that Sheldon Adelson just the other day had 
a primary which he brought potential Republican candidates to au- 
dition in front of him? Is that a problem for American democracy? 

Mr. Stiglitz. Very much so, and I think it also is a problem for 
America’s confidence in its political system. If Americans come to 
believe that the political system is bought, they will lose faith in 
one of our fundamental values. 

Senator Sanders. Right. Dr. Chetty, is that a problem, do you 
think? 
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Mr. Chetty. Yes, I certainly agree with that view. 

Senator Sanders. Dr. Hall, is that a problem? 

Mr. Hall. Well, first of all, again, it is not my area of expertise — 

Senator Sanders. I do realize that. 

Mr. Hall. — but this has always been an issue. This has always 
been part of free speech, is people get to do what they want to do 
to impact politics and outcomes in government. 

Senator Sanders. Okay. So, you think free speech is the ability 
to buy elections? 

Mr. Hall. Well, I did not say buy elections. 

Senator Sanders. But that is the practical implication of that — 

Mr. Hall. No, and — 

Senator Sanders. I appreciate it. Okay. 

Mr. Hall. And singling out people — you know, there are lots of 
folks who contribute — 

Senator Sanders. There are. 

Mr. Hall, and lots of folks who try to have an influence. 

Senator Sanders. There surely are. 

Third question, which is something you guys do know something 
about, and that is economics. When so few — my understanding is 
that about half the American people have less than $10,000 in sav- 
ings. It is rather extraordinary. That means one car accident, one 
illness, you are in financial ruin. But, the bottom line is, when so 
few have so much and so many have so little, can you create — and 
when 70 percent of the GDP is based on consumer consumption, 
can you create the jobs you need, or is this really — this inequality 
an impediment to job creation? Dr. Stiglitz. 

Mr. Stiglitz. Yes. As I said before, one of the major problems in 
the United States right now is a lack of adequate demand, insuffi- 
ciency of demand, and people at the top spend less than those at 
the bottom. And it is one of the problems, not only in the United 
States but globally, that is contributing to the weak recovery that 
we are experiencing. 

Senator Sanders. That so many folks have just no money to buy 
anything and — 

Mr. Stiglitz. Exactly. 

Senator Sanders. Yes. 

Mr. Stiglitz. And before the crisis, remember, what we — the 
way we kept our economy going was on an artificial life support of 
a bubble. 

Senator Sanders. Right. 

Mr. Stiglitz. And it was only the bubble that was able to offset 
the adverse inequality — 

Senator Sanders. That was debt, borrowing money and — 

Mr. Stiglitz. Exactly. 

Senator Sanders. Right. Dr. Chetty, what do you think? 

Mr. Chetty. Yes. So, I think the low savings rates of low-income 
people is potentially a problem. And coming to your question about 
what would stimulate jobs and aggregate demand, there is good 
evidence that if you give a dollar to a person with below-median 
income, much more of that is spent than if you give a dollar to a 
person at the top end of the income distribution. So, if you are try- 
ing to raise aggregate demand, these things are intricately linked — 
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Senator Sanders. Such as extending long-term unemployment, 
putting money in the hands of people who desperately need that 
money. 

Mr. Chetty. The marginal propensity to spend out of unemploy- 
ment benefits is extremely high, so that, I think, would have a 
stimulative — 

Senator Sanders. Dr. Hall. 

Mr. Hall. Well, the thing I want to emphasize is the inverse of 
that relationship. Economic growth helps reduce income inequality. 
You do not change the poverty rate unless people get jobs and you 
get stronger economic growth. That relationship, I think, is clear. 

Senator Sanders. But, let me ask you this on that point. If 95 
percent of all new income generated in recent years went to the top 
one percent, is that, in fact, true, that economic growth is going to 
impact poverty? 

Mr. Hall. Well, let me just talk about just the general facts, 
okay, about economic growth. We have had very weak economic 
growth. The last three years, new growth has averaged about 2.2 
percent a year, all right. We have been very lucky to get 190,000 
jobs a month over that time period. That is actually very strong job 
growth given that weak economy. 

So, I still think at the heart of our labor market problems is a 
weak economy. It is not — 

Senator Sanders. I think you are right, but my point would be 
that even if you had more economic growth, if you had this kind 
of incredible inequality in terms of income, if 95 percent of all new 
income went to the top one percent, you can have six percent 
growth and still see an increase in poverty. 

Mr. Hall. The sort of thing I am worried about is that we have 
a very large number of long-term unemployed or long-term jobless 
and these folks are not just long term, they are very long-term job- 
less. These folks are going to have a really, really hard time getting 
back into the labor market unless we focus on these focus and get 
stronger growth. Actually, what really happens in a typical busi- 
ness cycle is once you get stronger growth, once you get three per- 
cent-plus economic growth, then you finally rehire those long-term 
unemployed — 

Senator Sanders. Do we extend long-term unemployment bene- 
fits to help those folks? 

Mr. Hall. I do not object to a long-term unemployment benefit. 
I do not object to that. That is part of the safety net. Now, there 
are some effects, of course, disincentive effects of that, but you have 
got to sort of weigh the two things. I am worried about other poli- 
cies, though, that really do impact this cost of hiring and incentive 
to work. 

Senator Sanders. Okay. Thank you very much. 

Chairman Murray. Thank you. 

Senator King. 

Senator King. Thank you. Madam Chair. 

A couple of quick observations. One is, this is important. It is im- 
portant for economics, this distribution, because the middle class 
are the customers. And the biggest problem with this economy now 
is a lack of demand, and it is because the middle class does not 
have money. They masked their declining standard of living in the 
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1980s and early 1990s by women going into the workplace. It was 
then masked by debt in the late 1990s and early 2000s and there 
are no masks left and we are stuck with an economy that is stag- 
nant because of a lack of demand. 

It is also important because of an issue of social stability. We do 
not want to become a country of gated communities, a country 
where the rich live behind walls with barbed wire. You go to some 
Latin American countries and that is exactly what you see. 

Senator Kaine mentioned Henry Ford. Henry Ford was the ulti- 
mate capitalist, but who realized he needed customers. And I worry 
today that with the concentration of wealth, that those at the top 
have forgotten that they need customers. So, I think there are very 
serious implications of this for the long-term strength not only of 
our economy, but of our political economy, of our political system, 
which is based on the premise that people have hope of moving up. 
And if people lose that hope and decide that the system is entirely 
rigged against them, that is going to produce instability and a level 
of political and economic resentment that we have never seen in 
this country and I think it is very dangerous. 

Secondly, I want to identify myself with Senator Sessions, his 
points about interest costs. I think we are whistling by the grave- 
yard on interest costs right now. It is two percent. If it goes to 4.5 
percent, just the cost of interest is going to exceed the entire de- 
fense budget. It is going to sink all of the priorities of everybody 
sitting around this table. 

Finally, I want to get to a couple of honest to goodness questions, 
and I do not expect answers now, but I would like to see, Mr. Hall, 
particularly, data on what is causing lower labor force participa- 
tion. You know, what are the factors? And, by the way, I believe 
that is a problem. I talk to tradesmen in Maine, people, plumbers, 
carpenters. They cannot get help even in a time of high unemploy- 
ment. They say these guys come to work, they work three days, 
and then they do not show up on Thursday and they wonder why 
I fire them. There is a problem. There is a subterranean problem 
going on about people, particularly young people, who do not 
seem — now, there are millions that want to work, that desperately 
are looking for jobs, but there is a problem there and I would love 
to see some data or studies, at least, on what is causing that. 

Second, I am a great believer in regulatory reform and the cost 
of regulation to our society. It would really help me to have data 
on that. If you guys could do some case studies or know of studies 
in real live cases where regulatory drag has significantly impaired 
economic growth, profitability, ability to hire, I think that is very 
important. 

Mr. Hall, a question for you. I go to a lot of — I am all over Maine 
on weekends, talk to a lot of people. Put yourself in my shoes. I 
am at the gates of Bath Iron Works. There is a guy there who 
works hard every day. It is really backbreaking work, and he pays 
35, almost 38 percent on his income tax. And a guy down the street 
who is getting dividends pays 20. How do you explain to that guy 
why he is paying almost twice as much taxes as this guy that gets 
his money out of the mailbox? 

Mr. Hall. Well, I will just go back to my general comment about 
tax policy. Tax policy should be for revenue generation and we 
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should be collecting revenue with that. We should not be trying to 
do all sorts of little manipulations — 

Senator King. So, does that not argue for the same rate on all 
forms of income? 

Mr. Hall. It does. You know, like I say, I am not a tax expert — 

Senator King. Did you hear him say, “It does.” Let the record 
show. 

[Laughter.] 

Senator King. Go ahead. 

Mr. Hall. You know, I just — for example, I do not know what 
the facts are, for example, on tax rates. I could not tell you how 
much distortion we wind up getting — 

Senator King. Well, it is 39.5 at the top end for income and it 
is 20 for capital gains. It was — and I just cannot explain that to 
a working man, why what he is doing gets taxed at almost twice 
the rate as the other guy. I have never — help me out here. 

Mr. Hall. Well, I think the sort of thing that I find bothersome, 
one of the reasons we have such a low savings rate is our tax policy 
encourages people to spend. We get a tax break for housing. We get 
a tax break for a lot of things. And that is almost certainly one of 
the reasons why the savings rate is so low, is because our tax pol- 
icy distorts people’s behavior with things like that. 

Senator I^NG. Well, I would argue that — 

Mr. Hall. Our housing boom — go ahead. 

Senator King. — encouraging people to buy houses is encouraging 
investment, not spending. I would see that — 

Mr. Hall. Well- 

Senator King. That is the source of wealth for most American 
families. 

Mr. Hall. It is hard not to see that a lot of our troubles are a 
housing bubble where, perhaps, people over-purchased housing. 
There is too much investment in housing. That is certainly some- 
thing that differs in the United States to in other countries. 

Senator King. Dr. Chetty, this is a question, I think, for the 
record, because I am running out of time, but you do a scale of up- 
ward mobility by county around the country. I am going to submit 
a question for the record of we have our-I look at it — counties that 
are different levels, and I would just like some explanation, back- 
ground on what that really means, county to county, and how we 
deal with that. 

I think, finally, the question is, how do we as government policy 
makers improve this issue of income inequality without turning the 
government into Robin Hood? I do not think we have a responsi- 
bility to take from the rich and give to the poor. I think the ques- 
tion is, how do we improve — how do we build policies that provide 
incentives and also the opportunities for greater growth. I like your 
ideas about looking at student loans and how we deal with that, 
because right now, we have thousands and millions of kids grad- 
uating from college with what amounts to a mortgage and no house 
and I would like to see you supply us some — with help. We need 
proposals for solutions. This is a problem. We need data and we 
need proposals for solutions. 

Thank you very much, gentlemen. Thank you. Madam Chair. 

Chairman Murray. Thank you very much. 
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Senator Whitehouse. 

Senator Whitehouse. Thank you, Madam Chair. 

In any discussion of taxes, I cannot help but point, particularly 
after we have heard more of the ardent commentary of our Repub- 
lican friends about the debt and the deficit, that the tax loopholes 
that contribute to that debt and that deficit, they appear to defend 
with a rare and special passion, whether it is the carried interest 
exemption that allows billionaires to pay lower tax rates than brick 
masons, whether it is the offshore tax havens that allow American 
corporations to pay essentially no taxes, use our roads, use our 
courts, enjoy the benefit of a free society that everybody else pays 
for, and then run their money offshore and avoid the tax man, or 
letting the richest companies in the history of the planet continue 
to enjoy oil subsidies. 

Every time we try to address those, it is the very same people 
who like to give these ardent statements on the debt, then defend 
all of those loopholes, and it causes me to take with a grain of salt 
how serious we are about the debt if we are willing to — if we would 
prefer to maintain those tax preferences than to deal with it. And, 
clearly, they are political. It is very wealthy people and very 
wealthy corporations and very wealthy interests that are behind all 
of those. 

So, to my friend from Maine, if he wants to explain to the guy 
at Bath Iron Works why the tax code works that way, I would ask 
how many people who work at Bath Iron Works are big political 
donors, whereas the folks who are getting the big capital benefits 
are the billionaires, and they are the ones who are pouring money 
into elections and they are getting things their way. And it is im- 
portant for us, I think, to stand up against that in order to have 
this run more fairly. 

Mr. Stiglitz, I read in your paper on reforming taxation to pro- 
mote growth and equity the following. “A tax on carbon emissions 
has even more benefits. It encourages firms to make carbon-reduc- 
ing investments, to retrofit their firms to reflect the true costs of 
the pollution that they generate. A tax on pollution has a triple 
dividend because it leads to a better environment which can itself 
lead to stronger economic performance, and it raises revenue even 
as it reduces the bad externalities spilling over on the rest of us. 
Moreover, it incentivizes firms to retrofit, thus encouraging invest- 
ment that leads to higher output and employment.” 

Could you comment a little further on that, and particularly on 
the value of a revenue-neutral carbon fee. 

Mr. Stiglitz. Yes. The point you quoted is exactly right. This is 
an example of — 

Senator Whitehouse. I should hope you think so, since I was 
quoting you. 

Mr. Stiglitz. Yes, I know, but — 

[Laughter.] 

Mr. Stiglitz. People often say that taxes have to depress the 
economy, and what I wanted to emphasize there was that this is 
a kind of tax that can actually stimulate the economy at the same 
time that it is raising revenues and improving our environment. 

Senator Whitehouse. And you won a Nobel Prize. 



47 


Mr. Stiglitz. Yes. This is, you know, very commonly accepted, 
and — 

Senator Whitehouse. Including among economists — 

Mr. Stiglitz. Among economists — 

Senator Whitehouse. — who negotiated with Republican Presi- 
dents — 

Mr. Stiglitz. Most would say, yes, there is a distortion in our 
economy because there is something that is imposing a cost on our 
society and people are not paying for it. It is like a subsidy, in a 
sense. They are not paying a real cost that they are imposing on 
the American economy, the American society. 

Senator Whitehouse. So, having price match cost actually helps 
make markets work better, correct? 

Mr. Stiglitz. That is right. So, this is an example of trying to 
make markets work like markets, and the point is that there is a 
cost to society that they are getting away with, and if we impose 
that charge, we would get more revenue and create more employ- 
ment. 

Senator Whitehouse. Well, thank you very much. I am afraid in 
the same way that concern about the debt seems to vanish in front 
of the tax benefits for special interests, concern about properly op- 
erating markets is going to vanish in the face of the subsidies to 
those special interests, so wish us luck in getting that done. 

[Laughter.] 

Senator Whitehouse. Thank you. 

Mr. Stiglitz. Thank you. 

Chairman Murray. We have all decided that we get a lightning 
round here, one additional question for each Senator who is re- 
maining, and Dr. Chetty, I wanted to ask you. There has been a 
lot of discussion here in Congress about whether or not the actual 
programs that are there to support families who are struggling 
today are the problem or whether or not the economic downturn 
and the changes that occurred to that are it, and I wanted to ask 
you about one example that is very timely and that is the unem- 
ployment insurance extension that we are discussing. From your 
research, what can you tell us about the effect of unemployment 
benefits on families and the economy? 

Mr. Chetty. So, the concern that many people voice is that when 
you extend unemployment benefits, as has been voiced here, you 
potentially reduce the incentive for families to return to work, and 
that is, theoretically, a concern that economists have noted for a 
long time. It could be something that is important. 

The same exact issue arises in another context that we have 
been discussing, the EITC. Senator Sessions pointed out that when 
you have large phase-out tax rates, you potentially create a dis- 
incentive for families to work. Now, while theory says that that ef- 
fect could be small, it could be large, we now have good data that 
allows us to actually study what happens empirically in practice, 
and the best data — there are now numerous studies using millions 
of data points which indicate that these disincentive effects, while 
they exist, are quite small. 

So, when you extend unemployment benefits by, say, ten weeks, 
you extend the amount of time that people stay out of work quite 
modestly. And even the small amount of longer time out of work 
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that occurs appears to be driven by things like people trying to find 
a better job, a job that might work better for their skill set, taking 
advantage of those longer benefits to find the right match that is 
ultimately going to help the economy grow rather than just idling 
their time and living off the system, as some people perceive. 

So, I think, theoretically, those issues are important and econo- 
mists talk about them, empirically, the data says those effects are 
not nearly as big as you might have worried about. 

Mr. Stiglitz. Could I just add one point to that, which is that, 
right now, the problem is a lack of jobs. And having more people 
applying for the same few jobs does not make the labor market 
work better. So, if you have five applicants per job, or three appli- 
cants per job, that is not going to affect the actual level of employ- 
ment in our economy. 

So, right now, the issue is, you know, if we were at full employ- 
ment, these issues of whether people search for a job would become 
more important. But right now, they are totally irrelevant. 

Chairman Murray. Or they are in a different place than some- 
body is available to get to them, and when you have got a mortgage 
on a house you have got to pay, it is hard to move, and we had 
that discussion. I actually met a woman this weekend — you have 
been watching the mudslides that occurred in my State that has 
just been devastating, horrible, and was up there this weekend vis- 
iting the town at one end of it that has now been cut off from our 
main economic corridor, and a woman said to me that she is three 
weeks away from losing her unemployment. She now has no oppor- 
tunity to get to the employment center, which is down the road, 
and she is desperate. She is not sitting at home saying, well, I just 
want to sit on — ^you know, keep getting this check. She wants a job, 
but she also wants to be able to put some food on the table for her 
kids, so a point well taken. 

Senator Sessions. 

Senator Sessions. Well, thank you all for a very important dis- 
cussion, and I believe Congress has gone down the Keynesian road 
as far as we are going to go. One of the problems is — 

Senator Kaine. What is wrong with the Keynesian road? 

Senator Sessions. Well, we have gone from — 

Senator Kaine. I am joking. My name is Kaine, so — 

Senator Sessions. Oh. 

[Laughter.] 

Senator Sessions. I am a little slow there. Senator Keynesian — 
I mean, Kaine. 

[Laughter.] 

Senator Sessions. Thank you for correcting me, or helping me. 
Going down that road of borrowing more has put us at a point 
where we cannot borrow any more. I remember the former Federal 
Reserve Chairman testified before — talked to a group of Repub- 
licans and he said, “Well, we could borrow more,” and we were at 
35 percent of GDP. Debt was 35 percent of GDP. Now, it is about 
100 percent, gross debt, of GDP. And things changed. And so we 
have done all these borrowing and spending. The Agriculture Sec- 
retary told us, “Oh, if we quadrupled Food Stamps, oh, if we just 
spend more on Food Stamps, we would get $1.75 in economic 
growth from it.” So, why do we not just quadruple that again? Why 
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do we not provide people free shoes, just borrow the money? We 
have been told now the interest rate is going to be $880 billion in 
ten years by the Director of CBO sitting right there. So, this day 
is over. 

We spend $750 billion on welfare programs. We have no vision, 
no coherence, no driving ability to move people from poverty to pro- 
ductivity. We spend enough money on it. We are just not doing a 
very good job on it. And we are going to spend more money on edu- 
cation. That is going to fix our future. We know that money does 
not prove — is not a direct correlation in improving education. 

So, I just would have to say to you, there are things we can do. 
I do think — we have added five million jobs from abroad, and that 
is about the same number that have been created in the last num- 
ber of years. So, I would just say we are — you want me to hush and 
go and wrap this up. 

Chairman Murray. No, I just want to — 

Senator Sessions. This is a very good panel and we are talking 
about something important, and I thank you. Madam Chairman, 
for doing it, because it is not healthy when we are seeing these 
things happen in our economy. And the National Review had a 
piece and said we are a nation with an economy, not an economy 
with a nation. So, we do have a responsibility to our people. I think 
that is correct. 

So, I think there is a conservative view, too, on how do we help 
the American people prosper and get back on the road to growth. 
We should consider all the comments we have had today and keep 
working on it. But just taxing more, borrowing more, spending 
more, regulating more, I believe, is the wrong direction, and that 
is, in some degree, where we have a difference of opinion. Thank 
you. 

Chairman Murray. All right. Thank you. 

Senator Kaine. 

Senator Kaine. Thank you. Madam Chairwoman. 

Something I am confused about, and as long as we brought John 
Maynard Keynes into the conversation, many economists — Keynes, 
Schumpeter, and others — have written about the capacity of tech- 
nology to destroy jobs. So, in Virginia, we mine as much coal as we 
did 50 years ago, but with one-tenth the coal miners. They did not 
propose that we not be innovative, because they would assume that 
technology would also create jobs, and hopefully the net creative 
over destructive would be positive. 

Is there any research currently about whether that sort of net re- 
sult of technological advancements is still for the American econ- 
omy a positive in terms of creating more jobs than destroying, or 
is the pace of technological change or productivity advances at a 
place now where it is destroying more work than it is creating? I 
am just curious about the status of the research. 

Mr. Stiglitz. Well, I guess it is really an open question. A lot 
of people would use the metaphor of what happened back with — 
you were mentioning Henry Ford. The car replaced blacksmiths 
and buggy whips, but created more jobs with car repairmen. But, 
we do not know whether the next round, which is pretty fundamen- 
tally different — you know, we have robots creating robots creating 
robots, and the question is, will the job creation be there? 
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It will not be — well, I mean, the real issue is, it will not be there 
unless there is some help, and I think from the government, in 
making the structural transformation. The new jobs will be in 
areas like the service sector, and people that were in manufac- 
turing will not necessarily have the skills for the new sectors, and 
they do not have the capital to move into those sectors. 

The reason we made the structural transformation from an 
agrarian economy to a manufacturing economy was through the 
help of the Federal Government through things like the G.I. Bill 
that really worked and created real opportunity for Americans. It 
really transformed the country. It moved people from the rural to 
the urban sector and created this huge opportunity. For the first 
time, people could go to college. So, that was a real example of a 
successful government intervention that, through that whole period 
of the 1950s, 1960s, we created lots of jobs. 

It was a period where we grew faster than any other period and 
we grew together. Every part of our economy grew, but the bottom 
grew more than the top. That is, I think, what we should be aspir- 
ing for. And the success of that period was based on a strong role 
for the government to make this structural transformation, which 
markets do not do well on their own. 

Mr. Chetty. So, just to echo that, you know, I think the answer 
to that question depends fundamentally on whether workers are re- 
skilled when technology changes. So, clearly, if you have changes 
in technology and the miners you described are continuing to be in 
the same profession, if their jobs are being done by machines, then 
they obviously are not going to be employed at the same rates. 

And so the question is whether the economy and the investments 
we are making give workers the diverse set of skills that they need 
to be able to transition to changing jobs, and I would say some of 
that comes from things like job training programs that might help 
workers adapt to the structural shift, but some of it also comes 
from earlier investments, echoing a theme we talked about earlier, 
where when there are more college-educated workers or workers 
who have had a strong background in school, they are going to be 
able to adapt more naturally to changes in the demands of the 
economy. And so I think the answer would be favorable if you have 
that. 

Mr. Hall. Well, once upon a time, I spent some time working at 
the Council of Economic Advisors and helping with the administra- 
tion forecasts, and one of our big issues was figuring out when the 
baby boomers were going to retire and pull out of the labor force, 
because we are going to have to significantly lower our forecast for 
economic growth, and that is a big issue. And we had better hope 
we get a boost in productivity, because the baby boomers are going 
to retire, and especially if our labor force does not get back to grow- 
ing, if we are going to maintain our standard of living and our in- 
comes and growth, we need a boost in productivity. We need con- 
tinued gains in productivity. 

Senator Kaine. Thank you. 

Chairman Murray. Senator — 

Senator Sessions. Can I ask a follow-up on this point? 

Chairman Murray. We are going to be here for a long time, but 
one quick follow-up and then short questions — 
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Senator Sessions. We keep hearing from business that we have 
got a shortage of labor, but wages are down. You believe, Dr. Hall, 
in a free market, do you not? 

Mr. Hall. Absolutely — 

Senator Sessions. If there is a shortage of labor, why are wages 
down? 

Mr. Hall. Well, first of all, I do not know that there is a broad 
shortage of labor. I think there is a shortage of labor in certain 
areas. I think there is a growing concern that there is a skills mis- 
match going on that may hold us back. I am not sure I am a be- 
liever quite in that yet because we just have not gotten strong 
enough economic growth to push us to higher hiring. And I think 
if we had had stronger economic growth and still had this dis- 
engagement from the labor force, I would be more worried about 
that. 

Senator Sessions. Well, if we had stronger economic growth and 
the wage market got tighter, maybe we would have some economic 
growth for working Americans. 

Mr. Hall. Well, absolutely. I mean, that would be — 

Senator Sessions. The problem is, we seem to have this view 
that, somehow, we have a constitutional right to have low wages 
among some of our business friends, and I am not for that. I think 
our job needs to be helping our people in America get higher wages 
and better jobs. 

Chairman Murray. Senator King. 

Senator King. Professor Stiglitz, a question about the Affordable 
Care Act. I had a couple in my office last week for a coffee. They 
were touring Washington. At the end of our conversation, the lady 
said, “By the way, thank you for supporting the Affordable Care 
Act.” And I said, “Well, that is very nice. Why do you say that?” 
And she said, “Because I have been in a job for the last 15 years 
that I really hate and I have had to stay in it because it had health 
insurance. My husband does not have it. And the Affordable Care 
Act has allowed me to leave that job and start my own business, 
which is something I have always wanted to do.” 

I understand there is an economics accepted principle called job 
lock, and I think one of the most significant effects of the Afford- 
able Care Act will be releasing job lock and having people have the 
ability to start new businesses. And, by the way, those are the job 
creators. Hedge fund managers are not the job creators. It is people 
who start businesses. Do you believe that this is — I think this is 
sort of a hidden benefit that does not get talked about very much. 
Is there anything to this idea of the ACA unlocking job lock? 

Mr. Stiglitz. Yes, very much so. And, let me say, it also in- 
creases productivity because the people can go from employment 
where they are less productive to where they are more productive. 
So, not only are they creating jobs, they can be more productive. 

And I want to highlight one other thing, that GDP, I have em- 
phasized, is not a good measure of well-being. So, she may have 
been getting an income, but we were not appropriately taking into 
account the effect that she was in a job that she was unhappy. She 
now gets to be more creative in creating a new business, create 
more jobs, and have a higher income. And the increase in well- 
being is well in excess of the dollar income that she gets. 
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So, we do not — one of the benefits of the Affordable Care Act that 
is not fully appreciated and not reflected in GDP statistics is that 
and the fact that it gives more security to an awful lot of people. 
And again, our GDP statistics do not capture the value of this inse- 
curity that so many Americans have felt. 

Senator King. Thank you. Do either of you gentlemen want to 
comment on that phenomenon? 

Mr. Chetty. Again, just to say that there are empirical studies 
which show that the job lock phenomenon is important, and people, 
in particular, when they are in a job previously that provided 
health insurance, were much less likely to transition out of it for 
fear of losing health insurance. So, I do think the ACA will have 
an impact in terms of increasing the flow of workers across jobs 
and potentially lead to more entrepreneurship, as well. 

Senator King. Dr. Hall, do you accept the idea of job lock and 
is the ACA going to help with that? 

Mr. Hall. It may well. I do not know a lot about the ACA, do 
not know a lot about the job lock, but just keep in mind that you 
create all sorts of incentives with this. You know, the one I pointed 
out was a different incentive and that is the incentive to keep peo- 
ple out of the labor force when, in fact, they probably should get 
back into the labor force, especially if you want to see long-term 
improvement in inequality. 

Senator King. But my visitor was not leaving the labor force. 

Mr. Hall. Right. 

Senator King. She was changing places. 

Mr. Hall. Right. Now, I understand. 

Senator King. And there may be some people, a mom who says, 
“I do not have to keep this job anymore and I am going to be able 
to take care of my kids.” I am not sure that is a bad thing. 

Mr. Hall. It may not be a bad thing, but it is also — like I say, 
it is also a concern when you have all these things going on, right. 
And part of the idea with any sort of policy is try to design it as 
carefully as you can so you get less of these sort of bad side effects 
and more of these good side effects. 

Senator King. Right. Thank you. Thanks, gentlemen. 

Chairman Murray. Last question. Senator Whitehouse. 

Senator Whitehouse. Thank you. 

I would note that the ancient Egyptians did a pretty good job at 
getting everybody engaged in the labor force, but they did not do 
it in ways that I think we would find very humane right now. 

[Laughter.] 

Senator Whitehouse. Does the term disengagement from the 
labor force in your testimony. Dr. Hall, include people who were 
chucked out of their jobs as a result of the recession? It sounds 
from the terminology that you use as if they all kind of went for 
a walk in the woods and this was a voluntary disengagement. 

Mr. Hall. Right. 

Senator Whitehouse. Did you mean to imply that, or am I read- 
ing that wrong? 

Mr. Hall. No, I will sort of define it for you. These are people 
who are jobless and they are not currently looking for work. So, 
they are not considered — 
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Senator Whitehouse. And they may very well be jobless because 
they lost their job in the recession involuntarily. 

Mr. Hall. Exactly. 

Senator Whitehouse. Okay. 

Mr. Hall. They may simply be discouraged, and if the labor mar- 
ket improves, they will get back. Or, they may have retired. 

Senator Whitehouse. And back to the question of the carbon fee, 
you put that. Dr. Stiglitz, into the category you call corrective 
taxes. We have some corrective taxes, like on liquor and on ciga- 
rettes, where we tax it and people do less of it, and that is to 
everybody’s benefit, including the taxpayer, because you are paying 
less for health care and car wrecks and so forth. 

But, we also tax work, income, earnings. Could you speak gen- 
erally about what value difference there is between a corrective tax 
and a tax on productive activity, just as a general proposition. 

Mr. Stiglitz. Yes. P.S., and it goes back to the previous question 
I did not fully answer about revenue-neutral taxation. So, the point 
is, if you tax things that are, quote, “bad,” that means you have 
more revenue which you can then use to reduce the taxes on things 
that are good. So, you can get — another way of saying the same 
thing is that you get the benefit of discouraging the pollution, dis- 
couraging the externality, the bad activity, and because you can 
then lower the taxes on work or savings, you get more of the good 
things, which means more economic growth, more benefits. 

So, that is why — and let me emphasize, there is a lot of revenue 
we are talking about here. The social cost of these environmental 
externalities — carbon — are very, very large. It will impose a very 
large cost on our society and our economy in the future years. So, 
what we are talking about is not a little bottle tax, which is an im- 
portant tax, but we are talking about something, when we are talk- 
ing about carbon, that is very large for our economy. 

Senator Whitehouse. So, hypothetically, if you were to add — let 
us just pick round numbers — a trillion dollars in revenue to the 
country as the result of a carbon fee and you offset that with half- 
a-trillion reduction in the corporate tax rate and half-a-trillion re- 
duction in the personal income tax rate, either through the EITC 
or rate reduction or otherwise, you do not end up with a net-zero 
benefit to the economy. You end up with a positive for the economy 
because of how you have shifted the tax burden, correct? 

Mr. Stiglitz. Doubly positive, because on the one hand, you have 
less of the pollution, and secondly, because now you have more 
work, more savings, more economic growth. 

Senator Whitehouse. Thank you. 

Chairman Murray. Thank you very much. That was one ques- 
tion with five parts, but it was taken. 

[Laughter.] 

Chairman Murray. I want to thank all of our colleagues who are 
participating today. 

I especially want to thank our three witnesses who have traveled 
here today and for your testimony. 

And as a reminder to all of our colleagues, additional questions 
are due by 6:00 p.m. today. 

With that, I close this hearing. Thank you. 

[Whereupon, at 11:50 a.m., the committee was adjourned.] 
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Responses to Questions from Senators for Hearing on 
“Opportunity, Mobility, and Inequality in Today’s Economy” 

Raj Chetty, April 7, 2014 


Question from Senator Angus S. King, Jr. 

On your scale of absolute upward mobility, Maine ’s sixteen counties fall between 38.9 (Washington 
County) and 46.1 (Franklin County) on the scale. Can you explain what the scale means, how 
Maine 's counties fared on the scale, and what this could mean for Maine 's children? 

Absolute Upward Mobility (Chetty, Hendren, Kline, and Saez 2014) is a measure of the average 
economic outcome of a child from a below-median income family. Statistically, we define absolute 
upward mobility as the average percentile in the national income distribution of a child who is bom 
to parents at the 25th percentile in the national income distribution. In areas with higher absolute 
upward mobility, children from low-income parents earn higher incomes on average as adults. 

The mean of Absolute Upward Mobility across counties in Maine is close to the mean across all 
counties in the U.S. (42.4 vs. 43.4). This means that when states are ranked in terms of Absolute 
Upward Mobility, Maine is near the average - children from low-income households in Maine have 
chances of moving up the income ladder that are similar to the median state in the U.S. However, 
some counties in Maine have more mobility than the U.S. on average (e.g., Franklin County), while 
other counties have less mobility (e.g., Washington County). 


Questions from Senator Ron Johnson 
Question 1 

You testified that we should “invest in improving the quality of education. ” The Department of 
Education 's National Center for Education Statistics calculates that the United States spent $7,301 
(in 2012 dollars) per pupil for elementary and secondary education in 1980, while in 2010, itspent 
$13,692 (in 2012 dollars), an 87 percent increase above inflation. What per -pupil spending figure 
would bring about a satisfactory level of social mobility? 

Question 2 

You testified that Milwaukee is among the American cities with the lowest level of economic mobility. 
The Census Bureau calculates that Milwaukee 's school district spent $14,244 per pupil in 2010-11, 
19. 6% above the Wisconsin state average. How much would Milwaukee 's per-pupil spending have to 
increase to achieve an average rate of social mobility? 

Question 3 
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You testified that Denmark has a 50% higher rate of economic mobility than the United States and 
that “investments in improving the quality of primary education ” could bring our level of social 
mobility in line with that of Denmark. According to the Organization for Economic Co-operation and 
Development (OECD), Denmark 's elementary and secondary education expenditures per full time 
equivalent student were 4 percent below those of the United States in 2010. How much farther above 
the per -pupil spending in Denmark should our education spending be to achieve Denmark’s level of 
social mobility? 

In response to all three of these questions, the solution is not simply to increase expenditure. 

Although greater resources can help facilitate reforms that improve the quality of education, research 
finds that school expenditures are not strongly correlated with educational outcomes (e.g., Hanushek 
2003). However, policy can “support education” in other ways, which, if done correctly, need not 
necessarily increase expenditures significantly. For example, increasing teacher quality - by drawing 
more high-quality people to the profession and retaining more talented teachers - can have large 
impacts on students’ educational outcomes as well as their later life outcomes such as earnings 
(Chetty, Friedman, and Rockoff, 2013a, 2013b). Countries such as Denmark achieve better 
educational outcomes than the U.S. not simply by spending more money, but rather by spending 
money more efficiently, generating less inequity, and attracting better teachers to schools. 
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SUPPORTING BROAD-BASED ECONOMIC 
GROWTH AND FISCAL RESPONSIBILITY 
THROUGH A FAIRER TAX CODE 


TUESDAY, APRIL 8, 2014 

United States Senate, 

Committee on the Budget, 

Washington, D.C. 

The committee met, pursuant to notice, at 10:36 a.m., in Room 
SD-608, Dirksen Senate Office Building, Hon. Patty Murray, chair- 
man of the committee, presiding. 

Present: Senators Murray, Whitehouse, Sessions, and Crapo. 

Staff Present: Evan T. Schatz, Majority Staff Director; and Eric 
M. Ueland, Minority Staff Director. 

OPENING STATEMENT OF CHAIRMAN MURRAY 

Chairman Murray. Good morning. This hearing will come to 
order. 

I want to thank my Ranking Member, Senator Sessions, and all 
of our colleagues who are joining us today. 

We have a great group of witnesses here to speak with us: John 
Buckley, who is the former Chief Tax Counsel on the Ways and 
Means Committee and a former Chief of Staff of 

the Joint Committee on Taxation; Dr. Jane Gravelle, a Senior 
Specialist in Economic Policy at the Congressional Research Serv- 
ice; and Senator Sessions has invited Diana Furchtgott-Roth, a 
Senior Fellow at the Manhattan Institute for Policy Research. 

So, welcome to all of you and thank you so much for being here 
and participating today. I appreciate the opportunity to hear from 
all of you about how we can use our tax code to expand opportunity 
and encourage broad-based growth and tackle some of our budget 
challenges. 

Our country has seen a lot of changes over the last several dec- 
ades, and one of the most striking is the widening gap between 
those at the top and everybody else. In the last 30 years, the top 
one percent of the income distribution has seen their earnings rise 
by more than 250 percent. But earnings for those in the middle 
class and those struggling to make ends meet has stayed stagnant 
or even declined. Costs for everything from health care to college 
tuition have gone up, and especially coming out of the financial cri- 
sis and the Great Recession that began in 2007, the good, middle- 
class jobs that helped so many families climb the economic ladder 
in the past are fewer and farther between. 

( 57 ) 



58 


All of this adds up to a 21st century economy where even though 
those at the very top continue to prosper, it has become more and 
more difficult for many families to afford the middle-class lifestyle 
they are working so hard for. I think we can all agree that is not 
the kind of economy we want now or in the future. 

Changes to our tax code cannot solve this problem alone, but 
there is no question tax reform can and should be a powerful tool 
in the fight, especially because, right now, inefficiency and unfair- 
ness in our tax code is actually making things worse. 

Today, our tax code is riddled with wasteful loopholes and special 
interest carve-outs. In 2014 alone, tax expenditures, or the count- 
less special tax breaks in our code, will cost us $1.4 trillion. That 
is more than we are expected to spend on Medicare, Social Secu- 
rity, or our national defense this year. And far too many of these 
tax breaks are skewed to benefit those who need them the least. 

There is a real need for reform when it comes to those unfair tax 
breaks, and I am grateful, in particular, to Senator Whitehouse, 
who is here today, for his focus on this issue, because by letting 
them continue, we are spending a lot of money through our tax 
code on wasteful and inefficient give-aways to people and busi- 
nesses who do not need help at a time when investing in better 
schools and infrastructure repairs or medical research would ben- 
efit a lot of families who really do. On top of that, we are also miss- 
ing an important opportunity to help tackle our long-term budget 
challenges without burdening seniors or the most vulnerable Amer- 
icans. 

Our economic, fiscal, and demographic situation is very different 
than what it was in 1986, when the last major overhaul of the tax 
code took place. While the near-term budget outlook has improved 
significantly, we still need to tackle the long-term debt that grew 
sharply as the result of two unpaid wars, the massive 2001-2003 
tax cuts that were skewed towards the wealthiest, and the lin- 
gering effects of this recession. And, as our population ages in the 
coming decades, more and more seniors will rely on Medicare and 
Social Security benefits they are owed. 

When you add all that up, it is very clear, tax reform that does 
not ask the wealthiest Americans and biggest corporations to pay 
their fair share is simply fiscally irresponsible. And, every bipar- 
tisan group that has examined our budget situation has reached 
that same conclusion. 

Now, I know many of my Republican colleagues prefer a different 
approach. Chairman Camp’s recent tax reform proposal would put 
every dollar of savings back into lower rates, primarily for corpora- 
tions and those at the top of the income scale, and protect the 
wealthiest Americans and biggest corporations from paying their 
fair share towards reducing our deficit and boosting our economy. 

The House Republican budget that is being debated this week 
would do all this, as well, but even goes a step further. Their budg- 
et would push the top tax rate down to 25 percent, which would 
mean that middle-class families would have to pick up the tab for 
the new tax cuts for the wealthy. Giving tax breaks to millionaires 
while doing nothing to help working families keep more of their 
hard-earned income is not only wrong-headed in terms of our budg- 



59 


et, it is also unfair to families across the country who are up 
against a decades-long trend of rising costs and stagnant wages. 

Now, I know everyone here is well aware of the differences be- 
tween the two parties when it comes to comprehensive tax reform, 
and I do want to express my appreciation to Senator Wyden, who 
in his new role as Finance Chairman will be tackling these very 
tough issues. 

As we look for opportunities to move forward on the larger effort, 
I am hopeful we can also look for opportunities to compromise in 
areas where there is some more agreement right now. Chairman 
Ryan and I were able to reach a compromise on the budget agree- 
ment to avoid another government shutdown and create some eco- 
nomic certainty. 

Now, I think it is time for the two parties to build on that bipar- 
tisan foundation by coming together and finding ways to make the 
tax code more fair for working families. We can do this by getting 
rid of some of the wasteful loopholes I mentioned earlier and put- 
ting the savings towards helping working families keep more of 
their money and making job-creating investments in areas like in- 
frastructure and R&D that both sides agree are important. 

The 21st Century Worker Tax Cut Act that I recently introduced 
is a great example. This bill would complement critical reforms like 
raising the minimum wage by updating our tax code to help today’s 
workers and families keep more of what they earn. It would give 
working families with children a 20 percent deduction on the sec- 
ond earner’s income, and it would expand the Earned Income Tax 
Credit, or EITC, for workers without dependent children, like those 
who are just starting out or those whose children have already left 
home. The proposal builds on work incentives in the EITC that 
both Republicans and Democrats agree have been effective, and it 
is paid for by closing wasteful, unfair corporate tax loopholes that 
Chairman Camp and Democrats have proposed eliminating. 

Opinion leaders from across the political spectrum have said it 
would provide much needed relief to workers and families. One 
conservative commentator wrote in the National Review that the 
21st Century Worker Tax Cut Act is, quote, “a serious proposal 
that has the potential to better the lives of a large number of work- 
ers.” And, a New York Times editorial columnist said it would be, 
quote, “a huge benefit to low-income childless families and two- 
earner families.” So, I am hopeful that here in Congress we will see 
similar support on both sides of the aisle. 

We will also be looking to close wasteful corporate tax loopholes 
when it comes to addressing the looming shortfall in the Highway 
Trust Fund. That fund supports transportation projects that ease 
congestion and make much needed repairs to our roads and 
bridges. But, in just a few months, at the height of the construction 
season, the Highway Trust Fund is going to reach critically low lev- 
els. That could lead to a construction shut-down across the country 
this summer, which would halt critical projects and put construc- 
tion workers out of jobs. Some States are already anticipating this 
crisis and planning to stop construction projects in their tracks if 
Congress does not act. 

Fortunately, President Obama and Chairman Camp have both 
proposed using corporate revenue to rescue the Highway Trust 
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Fund, so we should be able to find a bipartisan solution to that 
challenge and I am hopeful that we can work together over the 
coming weeks and months to give the Highway Trust Fund some 
multi-year certainty and do it in a bipartisan way that also closes 
wasteful tax loopholes and makes the tax code more fair. In the 
21st century economy, these kinds of changes to our tax code, ones 
that help workers and families in a fiscally responsible way, are op- 
portunities we cannot afford to pass up. 

We all know reforming our tax code will not be easy. The dif- 
ference between Republicans and Democrats when it comes to mak- 
ing these changes are serious. But I also know, when both sides are 
willing to come together and make some tough choices, we can de- 
liver. So, I am hopeful we will be able to move forward on some 
of the proposals I have laid out today, and I hope, going forward, 
we can build on them to achieve the kind of comprehensive tax re- 
form that will offer more workers and families a fair shot and real- 
ly help us build the foundation for broad-based economic growth in 
the future. 

With that, I want to thank our witnesses for joining us again 
today and I will turn it over to my Ranking Member, Senator Ses- 
sions, for his opening remarks. 

OPENING STATEMENT OF SENATOR SESSIONS 

Senator Sessions. Thank you. Chairman Murray, and thank you 
for your hard work and for this hearing with good witnesses on eco- 
nomic fairness. 

American workers are, indeed, right to believe that Washington 
actions are stacking the deck against them. As Senator Murray 
noted, Washington and Wall Street are booming. The greatest 
growth area in the United States is 

Washington, D.C. The highest home values and incomes are in 
this beltway area, sucking wealth out from middle America. So, 
finding out what these issues are and how to fix the problem we 
have is an important and valuable thing, and hopefully, we can 
reach some bipartisan agreements on a number of areas that can 
improve our situation. 

Over the last five years, Washington has surged our debt from 
$10 trillion to $17 trillion, promising all the time that this bor- 
rowing and spending would create a better economy for the very 
people that we are now lamenting who are hurting. Now, that is 
just the bottom line. I do not think these policies are working, will 
work, or will ever work. You cannot borrow your way to prosperity. 

Lobbyists, consultants, and politicians are doing quite well, but 
median household incomes have declined by $2,268 since 2009. 
This is a stunning statistic. It is very real. I have not heard it dis- 
puted. Both parties seem to agree with that. 

What policies have we been using that have created this? Is 
there anything we could have done better? The Federal Reserve 
has pursued an aggressive easy money policy that has been great 
for the investor class, but at last week’s hearing, where we heard 
from Dr. Keith Hall, the former Commissioner of the Bureau of 
Labor Statistics. He explained, quote, “We have seen an unprece- 
dented worker disengagement from the labor force since the end of 
this recession.” I think that is an undisputed fact. 
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Among workers without a high school diploma, nearly one in four 
are unemployed, under-employed, or discouraged from working. 
And African Americans and Hispanics, as a group, are hurting 
more than any other groups in America. 

Meanwhile, the U.S. logged a trade deficit of $42 billion in Feb- 
ruary, the highest in six months. Overall, there are 1.7 million 
fewer manufacturing jobs today than there were in December of 
2007. Yes, robotics are a part of that, but we need to have more 
growth and we are still not seeing the growth that we need. Last 
year, growth came in at 1.9 percent GDP growth, well below ex- 
perts’ projections and well below what we need to create an econ- 
omy that is healthy. Yet, Washington continues to place new bar- 
riers to work. 

It is fundamentally a vision, colleagues, of a redistribution of 
wealth. Just tax more of people who have wealth and pass out 
more to people who do not have it and this will somehow fix our 
problems. I reject that. That will not fix this economy. We need a 
tighter labor force. We need a growing economy that is creating 
jobs. And it is hard for us all to agree, but there are ways, I think, 
we can agree on this. 

Now, CBO tells us that the President’s health plan will eliminate 
the equivalent of 2.5 million full-time jobs over the next decade, 
eliminate those jobs. How can a proposal that is supposed to help 
America is going to eliminate 2.5 million jobs? 

And the President has proposed more subsidies for adults with- 
out children. But, this proposal, when interacting with Obamacare, 
the Affordable Care Act subsidies, creates a disincentive to work. 
For example, because EITC and the Affordable Care Act have 
phase-out schedules as your income rises, an adult without chil- 
dren whose income goes from $14,700 to $17,700 would lose 75 
cents in higher taxes and reduced government benefits for every 
dollar they earn. That creates a disincentive to work. 

The Federal Government spends more than $750 billion each 
year on more than 80 means-tested income support programs. We 
need to consolidate and reorganize these programs in a way that 
affirms work, that does not punish it. Work is central to life. It is 
central to character. It is central to self-esteem. It is central to the 
ability of a nation to provide better things for people. We need to 
reaffirm work. We need to insist that every American work. It is 
good for them and good for the country. 

We need a tax policy that allows our industries to compete. We 
have the highest tax rates in the world. How can that be good for 
business growth in America and job creation? Yet, when it is talked 
about that we would reduce those rates to a more competitive level, 
members are attacked. They say, you do not care about poorer peo- 
ple. We want to attack the businesses more. Real tax fairness 
should remove the competitive disadvantage faced on American 
workers and businesses. 

But, our friends in the majority believe that tax fairness means 
more money for Washington. They propose to eliminate popular de- 
ductions, not for the purpose of lowering rates, as a Democratic 
witness told us a few months ago, or as Chairman Baucus says, but 
for new government programs, new government spending. 



62 


What we cannot do is borrow our way to prosperity. Our exces- 
sive borrowing has already inflicted a painful toll. Right now, it is 
hurting the economy now, this debt is. It is slowing growth. 

Last year, we paid our creditors $221 billion in interest pay- 
ments on the debt last year. That is five times the entire Federal 
highway budget that Senator Murray mentioned that we need to 
work on and see if we cannot fix. Five times that amount of money 
went to interest on the debt last year alone. But CBO now esti- 
mates that annual interest payments will grow to $880 billion in 
ten years. That means one year’s interest payment ten years from 
now will be almost 12 times greater than what the Federal Govern- 
ment spends on education. 

Tax, spend, borrow, regulate is not only dangerous, but it will 
not create jobs and higher wages. We must act to create more jobs 
and rising incomes without adding to the debt. Here are things 
that I think clearly will all improve the situation. Let us produce 
more American energy. Let us eliminate all wasteful regulations 
that do not produce benefits. Let us make the tax code more com- 
petitive and more growth oriented. Let us ensure fair trade, stand 
up for our trading partners and insist on fair trade and end the 
cheating. Let us adopt an immigration policy that serves the Amer- 
ican workers’ interest, that creates rising wages, not falling wages. 
We need to turn the welfare office into a job training center, where 
people come there for help temporarily and they are helped and as- 
sisted into a way to produce more and have a higher income. We 
need to streamline the government to make it leaner and more 
competitive and productive. We need to balance the Federal budget 
to restore economic confidence. 

All of these would create more jobs for American workers. All of 
these steps would empower the individual, not the bureaucracy. 
And all of these steps would grow the middle class and not the gov- 
ernment. 

Thank you. Madam Chairman. I look forward to hearing from 
our witnesses. 

Chairman Murray. Well, thank you very much, and with that, 
we will turn to our witnesses. Again, thank you all for being here. 

Mr. Buckley, we are going to begin with you. 

STATEMENT OF JOHN L. BUCKLEY, FORMER CHIEF TAX COUN- 
SEL, HOUSE COMMITTEE ON WAYS AND MEANS, AND 

FORMER CHIEF OF STAFF, JOINT COMMITTEE ON TAXATION 

Mr. Buckley. Thank you. Madam Chairman and Ranking Mem- 
ber Sessions, for the opportunity to participate in your hearing 
today. 

It is clear that tax reform will not be on the agenda this year, 
but I believe that, ultimately, we will see a reform of our tax sys- 
tem. It is inevitable. How that reform is structured, however, will 
have a major impact both on our economy and on long-term budget 
issues faced by this committee. So, clearly, the committee is correct 
to start examining the impact of tax reform. 

For many people, tax reform is defined by reference to the model 
of the 1986 Tax Reform Act: Lower rates, broadened base, distribu- 
tional neutrality, and revenue neutrality. I think the Chair quite 
accurately points out that there are big demographic and fiscal 
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changes since 1986 that no longer make that model the appropriate 
one for tax reform. Also, I think it is very important to understand 
that although the 1986 Act was an enormous accomplishment, and 
I take great pride from being part of that, it failed in two major 
respects. 

First, it did not result in a stable rate structure. Fairly quickly 
after 1986, there were a series of substantial increases in the top 
marginal rate, the first one signed by President George Bush. In 
my opinion, it was the structure of the 1986 Act that made those 
rate increases inevitable and that offer a caution about tax reform 
going forward. 

In no small part, the rate reductions in the 1986 Tax Reform Act 
were financed by revenues from timing changes to our tax law. 
Timing changes do not affect the ultimate size of a deduction or in- 
come inclusion. They merely affect the year in which that item is 
taken into account. 

If you repeal a timing benefit, and most tax preferences are tim- 
ing benefits, you have a one-time temporary increase in revenues 
during the budget window due to the transitional effects of moving 
to the new system. If you finance a rate reduction with revenue 
from a timing benefit, which is exactly what the Camp tax reform 
plan does, you will end up with a bill that appears to be revenue 
neutral during the budget window because of those temporary tran- 
sitional taxes, but will result in large and growing deficits outside 
the budget window. That is exactly what I believe happened in the 
1986 Act. 

Second, the economic benefits predicted from the 1986 Act never 
materialized. In that respect, the 1986 Act was not unique. Almost 
all of the economic predictions, which are largely based on supply 
side economics, of the major revenue acts enacted after 1981 were 
simply wrong. They never provided the economic growth that was 
predicted when they were being considered. Indeed, the 1993 tax 
increase was preceded by predictions of extraordinary economic dis- 
locations that simply never happened. 

I would argue, instead of following the 1986 model, I think the 
goal for — there should be three goals for future tax reform. 

First, it should result in a stable revenue structure. I think much 
of the debate over tax reform ignores the fact that the fundamental 
purpose of our tax system is to raise revenue to cover reasonably 
expected government expenditures. Tax reform should initially 
focus on that goal, not an arbitrarily selected top rate. Given the 
long-term fiscal challenges that we face, I believe that means tax 
reform must result in additional revenues. 

Also, the Congress should not be bound by the ten-year budget 
window in assessing the impact of tax reform. I assure you, based 
on my experience, the ten-year budget window is easily manipu- 
lated. I think the Camp tax reform plan is a particularly artful ma- 
nipulation of the ten-year budget window. Proponents of substan- 
tial changes to our entitlement programs point to concerns largely 
outside the budget window. Proponents of tax reform should not be 
able to avoid the impact of their proposals outside the ten-year 
budget window. 

But, above all, tax reform should not worsen the long-term budg- 
et projections. I see no benefit from repeating the 1986 reform ex- 
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ample, and that is unsustainably low rates followed by very politi- 
cally painful decisions to reverse the impact of those rates. 

Second, I think tax reform should be designed with the goal of 
increasing economic opportunities. I have to say that I agreed with 
much of what Senator Sessions said about the lack of job opportu- 
nities in this country. I believe it is the lack of job opportunities 
that is the biggest challenge facing this government, not the lack 
of willing and able workers. The projections of economic growth 
from tax reform are largely based on their expansion of the labor 
force, not their expansion of work opportunities. Indeed, I think 
that you should have a different focus in tax reform. 

Finally, tax reform should not increase the growing inequality in 
income and wealth in this country. A tax reform that is based on 
temporary tax increases to finance rate reductions could become 
quickly regressive outside the budget window when those tem- 
porary tax increases end. 

Thank you. Madam Chairman. 

[The prepared statement of Mr. Buckley follows:] 
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Written Testimony of John L. Buckley 
Senate Budget Committee 

Api¥¥, 2014 


INTRODUCTION 

Madam Chairman, Ranking Member Sessions, I want to thank you and the other Members of the 
Committee for the opportunity to appear before you today. 

Madam Chairman, I applaud you for holding this hearing and hope that this hearing is an indication that 
you and this Committee intend to play an active role in the tax reform debate. Tax reform will not be 
enacted this year, but I believe that it will happen in the future. How that tax reform is structured could 
have an enormous impact on our economy and long-term fiscal challenges. Tax reform if properly 
structured could be a first step in resolving those fiscal issues. But, tax reform as currently proposed in 
the House could worsen the already bleak long-term fiscal problems. If such a plan were enacted, this 
Committee and its House counterpart would be the ones charged with the politically difficult task of 
developing a budget plan to reverse that impact. And the adverse effects are likely to be felt at around 
the same time this Committee could be dealing with the demographic problems associated with 
entitlements. This Committee simply cannot ignore the debate. 

I strongly believe that our tax system is in need of significant reform and expect that virtually every 
Member of this Committee would agree. Notwithstanding that consensus, there is little prospect for 
reform in the near future for one reason. Many of you and other tax reform proponents define tax 
reform in sharply different ways. 

For many, the concept of tax reform is defined by reference to the 1986 tax reform; a significant 
reduction in rates financed by a broadening of the tax base with the goals of revenue neutrality and 
distributional neutrality (not altering the current distribution of tax burden). Recently, House Ways and 
Means Committee Chairman Dave Camp released a comprehensive tax reform plan that in many 
respects is consistent with the 1986 model. It contains significant marginal rate reductions for most 
individuals and for corporations.^ Like the 1986 Act, it is advertised as achieving both revenue neutrality 
and distributional neutrality. The same type of economic theories that promised increased economic 
growth from the 1986 reform are now being used to promise increased growth from the Camp plan. 


' The most notable exception is the approximately 50 million individuals in the current 10 and 25% brackets who 
will not see a reduction in their marginal rate. Many single taxpayers with children also may see little rate relief 
since the Camp draft eliminates current law favorable filing status for those taxpayers. 
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Surprisingly, the Camp plan, like the 1986 Act, contains a significant net tax increase on business income 
to finance reductions in personal income taxes.^ 

I believe that the question for this Committee is not whether a tax reform plan is consistent with the 
1986 model. The real question is whether tax reform should follow that model. 


1986 TAX REFORM 


I would argue that the 1986 Tax Reform Act is at best an imperfect model for future tax reform efforts. 
The 1986 Act was a product of some unique circumstances. 

Arguably, the Congress in 1986 had earned the luxury of being able to pursue a revenue- neutral tax 
reform. It enacted major tax increases in 1982 (the Tax Equity and Fiscal Responsibility act of 1982) and 
1984 (the revenue provisions of the Deficit Reduction Act of 1984). The estimated revenue increases 
from those two laws, signed by President Reagan, were sizable even by today's standards, a combined 
revenue increase in fiscal 1987 of approximately $90 billion.^ In terms of its relationship to the then 
level of the economy, the revenue increases are even more dramatic. Also in 1983, the Congress 
enacted a major restructuring of the Social Security system that contained both benefit reductions and 

4 

revenue increases. That law was an extraordinary accomplishment and it has remained in effect 
without any significant change for the last 30 years. 

Perhaps even more important, in 1986, the long-term fiscal problems discussed at length in the recent 
CBO budget projections were 28 years further in the future than they are now. 

Another unique circumstance behind the 1986 Act was the fact that the Congress was able to finance 
the rate reductions in part by addressing widespread tax sheltering and other "loopholes". Those 
changes were not without controversy, but their availability reduced the need to address the generally 
applicable benefits for individuals or incentives for domestic investment that are "on the table" in the 
current debate. In contrast to 1986, many of the so-called base broadeners or "tax expenditures" under 
consideration in the current discussion of tax reform are longstanding features of our system embedded 
in the fabric of our economy. 

I do believe that the 1986 reform was an enormous accomplishment in many respects. Its attack on tax 
shelters was critical to the integrity of the tax system and maintaining the voluntary compliance 
necessary for the collection of tax liabilities. But, as "past is prologue", most important for this 
Committee is the fact that the 1986 reform failed in two major respects. 


^ See JCT macroeconomic analysis of Camp plan, page 6. 

^ See revenue tables appearing at the end of the 1982 and 1984 JCT "bluebooks. 
* The Social Security Amendments of 1983. 
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First, it did not result in a stable rate structure. The reversal of the rate reductions started fairly quickly. 
In 1990, then President George Bush signed legislation increasing the top individual rate from 28% to 
31%. Perhaps merely a coincidence, that revenue increase took effect in the last year of the 5-year 
budget window used in estimating the revenue effects of 1986 reform. The 1993 deficit reduction 
legislation increased the top rate to its current level of 39.6%. 

In my opinion, the structure of the 1986 Act made those rate increases inevitable. The 1986 Act 
resulted in a net permanent reduction in individual income tax liability. I use the term permanent to 
describe a provision that results in a change in liability in one year without a reversal in later years. A 
rate reduction is an example of a permanent benefit; whereas a repeal of an itemized deduction is an 
example of a permanent tax increase. 

In no small part, the permanent individual income tax reductions in the 1986 reform were financed with 
timing changes that did not alter the ultimate size of a deduction or income inclusion, merely the year in 
which that item is taken into account. Even the anti-tax shelter provisions were largely timing changes. 
Repealing a timing benefit can result in a temporary tax increase during the budget window due to 
transition effects of moving to the new system. 

In summary, a rate reduction financed by repeal of timing benefits can be revenue-neutral during the 
budget window but result in growing and non-sustainable revenue losses outside the budget window 
when the temporary, transition effects disappear. I believe that is what occurred in the case of the 1986 
Reform. 

Second, the economic benefits predicted from the rate reductions and base broadening of the 1986 Act 
simply never materialized. The 1986 Act was not unique in that respect. The cumulative economic data 
of the last 30 years suggests that that the 30-year experiment with tax policy guided by supply-side 
economic principles and notions of the primacy of market outcomes has failed. One cannot find in the 
economic data for the last 30 years any evidence that supply-side-based tax policy has delivered its 
promised benefits. Also, there is no evidence that the 1993 tax increase had the negative effects 
predicted by many supply-side economists before its enactment. 


TAX REFORM OBJECTIVES 


Instead of simply following the 1986 model, I would suggest that a future tax reform plan should have 
the following objectives. 

Stable Rate Structure 


Much of the debate overtax reform ignores the fact that the fundamental purpose of our tax system is 
to raise sufficient funds to cover reasonably expected government expenditures. Tax reform should be 
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based on accomplishing that purpose, not some arbitrarily selected top tax rate. Also, the Congress 
should not be bound by the 10-year budget window in assessing the impact of reform. I assure you that 
the budget window is easily manipulated. Proponents of substantial changes to entitlement programs 
point to problems largely occurring outside the budget window. Proponents of tax reform should not be 
able to ignore the impact of the legislation outside the budget window. 

Most budget analysts support the notion that a combination of additional revenue and spending 
reductions will be necessary to address long-term budget issues. Tax reform offers the opportunity to 
begin the necessary response to those issues. With regard to the need for additional revenue, I would 
note that the last Federal budget to show a modest surplus came in fiscal year 2000 when receipts were 
approximately 20% of GDP, substantially higher than the current level of 17.5%. 

But above all, tax reform should not worsen the long-term budget problems. There seems little benefit 
in repeating the experience of the 1986 Reform Act, unsustainable low rates followed by politically 
painful responses to the resulting deficits. 

Economic Growth and Expanding |ob Opportunities 


As with the basic notion of the need for tax reform, few would argue with the proposition that tax 
reform should be designed with the goal of expanding economic opportunities in this country. But, 
again there are disagreements on how to accomplish that goal. 

During the last 30 years, most major tax legislation has been shaped by supply side principles and the 
notion that market outcomes not affected by tax incentives offer the best path for economic growth. 
Underlying those economic principles are the assumptions that the "amount of output is determined by 
the availability of labor and capital"^ and the demand for labor and capital will equal supply (ie. no 
unemployment or unused business capital). The assumption of equilibrium of supply and demand Is 
critical for projections of positive economic growth from tax policy changes designed to increase the 
supply of labor and capital. 

A recent article by Sandille Hlatshwayo and Nobel Laureate economist Michael Spence suggests that 
those economic theories have little relevance now when "the global economy has an abundance of 
human resources and they are becoming more accessible as time goes on." ® Those resources are 
becoming more accessible because multinationals have become adept at creating and managing global 
supply chains and they are getting better all the time. 

The Spence article looks at employment growth in the US between 1990 and 2008 in what is referred to 
as the tradable sector of the economy (the sector subject to cross-border competition) and the non- 
tradable sector. Not surprisingly, virtually all the domestic employment growth during that period 


^JCT macroeconomic analysis of Camp plan. 

‘ Michael and Sandlle Hlatshwayo, "The Evolving Structure of the American Economy and the Employment 
Challenge", Council on Foreign Relations, March 2011. 
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(97.7%) occurred in the non-tradable sector, with growth in government, healthcare, and retail 
accounting for most of that growth. In the tradable sector, there was growth in high end services that 
balanced declines in manufacturing. The article concludes that continued large employment growth in 
those non-tradable sectors is unlikely and, therefore, there is "a long-term structural challenge with 
respect to the quantity and quality of employment opportunities in the United States". 

In the opinion of the authors, the domestic employment challenge is not the result of market failures. 
Multinational enterprises moving jobs overseas are doing exactly what the market is telling them to do. 
A tax reform based on the primacy of market outcomes will not reverse the declines in domestic 
manufacturing employment. Indeed, it could worsen the domestic employment challenges by repealing 
incentives for domestic investment under the guise of economic neutrality and liberalizing tax rules for 
the foreign operations of US multinationals. 

In summary, the question for tax reform is whether the problem facing this country is lack of labor 
supply or reduced employment opportunities which by Itself tends to reduce labor supply. I believe 
that the Spence article makes a convincing case that the lack of employment opportunities is our main 
challenge. If that is the case, the Spence article concludes that tax reform could help if "it were to 
clearly favor investment in a broad range of productive assets of all kinds, including hard and soft 
infrastructure and human capital". Such a reform might violate notions of economic efficiency, but as 
the Spence article concludes every good cause is worth some inefficiency. 

It is worth noting that many other countries see expanding job opportunities in their country as a "good 
cause" and pursue non-neutral tax policies to accomplish that goal. 

Distributional Neutrality 


Few would disagree with the proposition that tax reform should not increase the growing inequality in 
income and wealth in this country. Ways and Means Committee Chairman Dave Camp has advertised 
his plan as not altering the current distribution of tax burden. In doing so, he relies on the analysis of the 
Joint Committee on Taxation (JCT), 

In analyzing the distributional effect of changes to tax laws, the JCT uses what I call a "cash flow" 
method. Its analysis is based on the actual revenue gains or losses in each of the 10 years in the budget 
window, rather than an attempt to measure the economic burdens or benefits of the changes or do the 
analysis on the basis of the law in effect after transition effects (the fully-phased- in law).^ The amount 
distributed by the JCT will include both purely one-time revenue increases and the temporary revenue 
increases from repeal of timing benefits. 


’ This means that the benefit or burden for any one year roughly reflects the revenue gain or loss for that year. 
Discrepancies can occur for amounts allocated to nontaxable persons (foreign persons) or where there is 
uncertainty about income levels of the persons subject to the changes (repeal of exclusions where there is 
insufficient data on income levels of individuals receiving those exclusions) 
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The JCT changed its distributional method last year by including corporate taxes and taxes on the 
income of pass-through entities in the analysis, but retained its cash flow approach.® That change was 
consistent with the treatment of those taxes by the Treasury and CBO. In the long run which is generally 
assumed to be the end of the 10-year budget window, the JCT allocates 75% of those taxes to owners of 
domestic capital and 25% to labor. Initially, 100% of those taxes will be allocated to owners of domestic 
capital, with ratable changes until the allocation reaches the final 75/25% split. Most of those taxes will 
be allocated to upper income taxpayers because of income inequality and the fact that the distribution 
of capital ownership is dramatically more unequal than income. 

Most business tax preferences are timing changes, the repeal of which would result in temporary tax 
increases during the budget window. Most of those temporary tax increases would be allocated to 
upper income taxpayers because of inequality in both income and wealth. As a result, a tax reform plan 
that relies on those temporary tax increases for distributional purposes could become sharply regressive 
as those temporary tax increases disappear after the 10-year budget window. 


CAMP TAX REFORM PLAN 


It is clear that the tax reform plan released by Ways and Means Committee Chairman Dave Camp will 
not see action this year. But, some suggest that it will be the model for future reform efforts and i see it 
as an example of why this Committee should be an active participant in the tax reform debate. 

Revenue Neutrality 


The Camp tax reform plan is advertised as revenue neutral, but even a brief examination of how it 
nominally complies with that standard makes it clear that it would result in a substantial reduction in 
revenues after the 10 year budget window. If the permanent tax benefits and permanent tax increases 
in the Camp reform plan were netted, it would show a permanent tax reduction over the 10-year budget 
window of well over $1 trillion. Following are examples of the temporary tax increases used to offset 
the cost of that permanent tax reduction. 

• The Camp draft contains a substantial amount of purely one-time tax increases. One example is 
the one-time tax of $170 billion on the un-repatriated foreign earnings of US multinationals. 
Other examples include the estimated $79 billion from repeal of the LIFO accounting method 
and the estimated $23 billion from limitations on the cash method of accounting. Most of the 
revenue from those accounting changes reflects one-time tax increases that recapture the 
previous benefits of using the current law accounting methods. 


® See Modeling the Distribution of Taxes on Business Income, JCX-14-13, October 16,2013. 
® Compare table 1 to table 5 in JCX-14-13. 
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provisions that are designed to shift individual retirement 
contributions from pre-tax, deductible contributions to nondeductible, Roth-type contributions. 
Those provisions would raise approximately $161 billion in the budget window. Essentially, 
these provisions are timing changes, but they are extremely favorable timing changes. The 
taxpayer making the Roth-type contributions is compensated for the acceleration of tax on 
wage income by an exemption from tax for the investment earnings on the contribution. 
Depending on the assumed rate of return on the investment of the contributions, these 
provisions could be a tax benefit masquerading as a tax increase. 

• Finally, there a large number of pure timing changes, such as repeal of accelerated depreciation 
(approximately $270 billion), repeal of expense treatment for research expenses (approximately 
$192 billion) , repeal of expense treatment for advertising expenses (approximately $169 
billion), limitations on the use of net operating losses (approximately $70 billion), changes in 
reserves and accounting methods affecting insurance companies (approximately $54 billion) and 
repeal of non-recognition treatment for like kind exchanges (approximately $40 billion) . A 
substantial amount of those revenue gains reflects temporary tax increases in the budget 
window as a result of the transition to the new rules. 


The JCT revenue table for the Camp plans shows a significant revenue loss in the last year of the budget 
window, a small indication of its long-term impact on deficits. 

Distributional Neutrality 

The claim that the Camp plan meets the goal of distributional neutrality depends on the distribution of 
the one-time and temporary tax increases discussed above. Once those revenues disappear, the Camp 
plan will contribute to income inequality. The JCT distribution table for the last year in the budget 
window shows a net tax reduction for individuals earning over $1 million per year, another small 
indication of things to come. 

JCT Macroeconomic Analysis 


Chairman Camp has used the JCT macroeconomic analysis in promoting his tax reform plan, but the 
conclusions reached by the JCT are far more ambiguous than his rhetoric would suggest. 

First, the JCT analysis shows the limitations of macroeconomic analysis. There is no consensus on 
models or assumptions used in making that analysis. As a result, the JCT used two models and sets of 
different assumptions that provided a broad range of potential results. 

Second, the model that showed the greatest growth from the Camp plan (the OLG model) contains a set 
of assumptions that bear no relationship to the real world. It assumes that there Is no unemployment or 
capital that is not fully invested. It assumes that the federal budget problem has been solved through an 
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assumed set of tax increases and entitlement reductions. It assumes that individuals can predict the 
future with accuracy. We would all scoff if the JCT did its revenue estimates against such a fictional 
baseline. I see no reason why we should not scoff at a macroeconomic analysis done against a fictional 
baseline. 

The other model used by the JCT (the MEG model) was developed by them. I may disagree with the 
supply-side principles used in the model because I agree with the Spence article conclusion that lack of 
job opportunities is the largest challenge faced by this country. I believe that greater job opportunities 
will increase labor supply to a greater extent than marginal rate reductions. However, you have to 
respect the work and intellectual discipline reflected in the model. The model analytes the Camp plan 
using a baseline that reflects our actual economy and budget situation. It has the added benefit of not 
assuming individuals can predict the future with accuracy. 

The MEG model shows that the Camp plan rejects the Spence advice that tax reform should clearly favor 
investment of all kinds. According to the JCT analysis, the Camp proposal "is expected to Increase the 
cost of capital for domestic firms, thus reducing the incentive for investment in domestic capital stock". 
The MEG model analyzes the effect of those reduced incentives and concludes that in the second half of 
the budget window, the Camp plan would reduce domestic investment capital under each of 6 different 
assumptions. 

A 2007 Bush Treasury report also suggests that a business tax reform like the Camp plan " might well 
have little or no effect on the level of real output because the economic gain from the lower corporate 
rate may well be largely offset by the economic cost of eliminating accelerated depreciation". 

Notwithstanding the decreased domestic investment capital, the MEG model shows modest increases in 
growth due to the increase in labor supply due to the marginal rate reductions and the economic 
stimulus provided by the net $590 billion reduction in personal income taxes. Essentially, the model 
projects increased growth by Increasing taxes on businesses and transferring that amount to individuals 
who have a greater propensity to spend. 


CONCLUSION 


Madam Chairman, I will simply conclude by repeating what I said at the beginning of my testimony. This 
Committee should be fully engaged in the tax reform process as the form of tax reform ultimately 
chosen will dramatically affect long-term budget and economic conditions. If you do not, this 
Committee could find itself in the position of prescribing the politically painful medicine required to 
respond to even more daunting long-term fiscal issues. 
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Chairman Murray. Thank you very much. 

Dr. Gravelle. 

STATEMENT OF JANE G. GRAVELLE, PH.D., SENIOR SPE- 
CIALIST IN ECONOMIC POLICY, CONGRESSIONAL RESEARCH 

SERVICE 

Ms. Gravelle. Thank you very much for inviting me here today. 

The United States, due to the growth of programs to serve an 
aging population, which we have known is coming for a long time, 
faces an unsustainable debt. Now, tax reform might serve as a ve- 
hicle to raise revenue to reduce this debt as well as for lower rates 
or to pay for alternative, more desirable tax benefits. A small 
change in tax revenue could close much or all of the fiscal gap and 
prevent the debt from rising as a percent of GDP. 

Although raising taxes to reduce deficits might cause a modest 
initial reduction in GDP in the short run, those effects are expected 
to be offset by the benefits of reducing the crowding out of private 
investment. That is, increasing taxes to reduce the debt is expected 
to contribute to positive economic growth. 

Revenue-neutral tax reform is often argued to cause economic 
growth through rate reduction, however, the same base-broadening 
provisions that you use to finance these rates can have effects on 
effective marginal tax rates. Just think of the State and local tax 
deduction. If you reduce the deduction for it, you have raised the 
marginal tax rate, and that happens with a lot of provisions. So, 
the overall effects of this are really very uncertain and probably 
negligible. 

A study by two prominent economists found that the tax reform 
of 1986, which lowered rates and broadened the base, had little ef- 
fect on the economy in the aggregate. Pursuing base broadening, 
because revenues can be used to lower statutory rates, with the ob- 
jective of spurring economic growth is unlikely to achieve its goals. 

Although base broadening simply to permit rate reduction is un- 
likely to achieve a growth objective, tax reform can potentially im- 
prove fairness, efficiency, and simplicity. Tax reform can also elimi- 
nate or limit existing benefits, but it might also add or expand pro- 
visions. The Tax Reform Act of 1986, for example, expanded the 
Earned Income Tax Credit. And the provision that Chairman Mur- 
ray, that you have recently proposed for the EIC and the second 
worker, there are a lot of merits in this. 

I actually wrote a paper about some of this in 2006, where, basi- 
cally, I showed with my co-author, who is my daughter, that you 
would improve horizontal equity. The most important thing to in- 
crease horizontal equity in the tax law is to increase the EIC for 
couples, married couples without children and single individuals. 
There is very little EIC for them. 

Despite tax expenditures that are 80 percent of individual tax 
revenues, potentially enough to decrease rates by 43 percent, a 
CRS study suggested the difficulties in broadening the tax rate, be- 
cause these tax expenditures, in most cases, are viewed as serving 
an important purpose. I mean, among the large tax expenditures 
are taxing Medicare to the recipients, taxing capital gains at death, 
and taxing defined benefit pension plans, all of which technically 
are very difficult to do. 
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So, we kind of went through the top 20 tax expenditures and 
found — we suggested that base broadening would — feasible base 
broadening would be likely no more than six percent to nine per- 
cent of revenues. The individual revenues in Chairman Camp’s pro- 
posal were of this magnitude, about six percent. Now, this amount 
would not fund significant rate reduction, but if used to raise rev- 
enue, would largely close the fiscal gap. 

It is particularly difficult to find provisions that would lower the 
top individual tax rate to 25 percent without shifting the burden 
of the middle class. In the Tax Reform Act, top rate cuts were fi- 
nanced, in part, by taxing capital gains at ordinary rates and re- 
strictions on tax shelters, options that do not appear to be feasible 
now. Both of the fully specified tax reform proposals that I men- 
tioned in my testimony both have a top rate of 35 percent. 

Corporate tax expenditures are much smaller relative to cor- 
porate tax revenue. Setting aside the treatment of foreign source 
income, repealing every corporate tax expenditure would, according 
to my estimates, prevent [sic] a reduction in the corporate rate to 
29.5 percent. If deferral of foreign source income is eliminated, the 
rate could be reduced to 27 percent. So, that is every tax expendi- 
ture that I am talking about. 

While it might be more feasible to eliminate corporate tax ex- 
penditures, there are also trade-offs. For example, financing a rate 
cut with accelerated depreciation, which might be desirable on 
other grounds, would nevertheless increase the cost of capital. Cir- 
cumstances are very different for corporate rate reduction than 
they were in 1986. The 12 percentage point reduction in the cor- 
porate rate at that time was financed largely by the repeal of the 
investment credit. Accelerated depreciation today would allow only 
a 2.2 percentage point reduction. 

One area where I believe revenue could be raised without in- 
creasing the domestic cost of capital is increasing the tax on foreign 
source income. Measures could also be taken against artificial prof- 
it shifting, which is not an issue of the treatment of investment but 
of tax avoidance. There are also some other provisions, both indi- 
vidual and corporate, that might be classified as loopholes — exam- 
ples are carried interest, inherited IRAs, there is a whole series of 
these — that might be easier to address than a lot of tax expendi- 
tures. 

A budgetary risk in tax reform is the use of provisions that have 
transitory revenue gains to finance permanent tax cuts, which 
would increase the deficit outside the budget window. I describe in 
my testimony examples of these practices in the Tax Reform Act 
of 1986, significant transitory provisions and a number of revenue- 
raising provisions in current proposals that produce less revenue 
loss outside the budget window. 

The Budget Committee has discussed including macroeconomic 
estimates. I believe that economic science and research is not at 
the stage that we could get reliable estimates for macroeconomic ef- 
fects. However, we are certainly able to get reliable estimates for 
the steady state effects, and it would be very easy for the JCT to 
estimate any of these tax proposals as they would appear had they 
been in place for many years, and that is something I think the 
Budget Committee might consider. 
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Thank you. 

[The prepared statement of Ms. Gravelle follows:] 
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Statement of Jane G. Gravelle 
Senior Specialist in Economic Policy 
Congressional Research Service 
Before 

The Senate Budget Committee 
United States Senate 
April 8, 2014 
on 

Supporting Broad-Based Economic Growth and Fiscal Responsibility 
through a Fairer Tax Code 


Madame Chairman and Members of the Committee, I am Jane Gravelle, a Senior 
Specialist in Economic Policy at the Congressional Research Service of the Library of 
Congress. I would like to thank you for the invitation to appear before you today to 
discuss tax reform. 

In this testimony, several topics are addressed. The first is the effects on GDP of a 
tax increase to reduce the deficit. The next addresses the expected effects of a revenue 
neutral tax reform. The following sections discuss overall individual and corporate tax 
reform design, base-broadening provisions outside of tax expenditures (including so- 
called “loopholes”), and concerns about timing provisions that raise revenue in the short 
run but not in the long run. 


1 
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Tax Increases to Reduce the Deficit 

As the economy begins to approach full employment, a major issue confronting 
policy-makers is how to reduce the deficit to address an unsustainable debt.' Despite the 
slowing of medical cost growth, the increasing share of the elderly in our population 
means that programs that serve these groups (Social Security and especially Medicare) 
will grow as a share of output if current service levels continue. The expected growth in 
spending on these programs has long been recognized, but has yet to be fully addressed 
either with program cutbacks or additional revenues. Growth in the debt is also due to an 
expected increase in interest rates and interest payments as the economy recovers, which 
is exacerbated by the additional debt accumulated during the recession and recovery. 

Without either reducing spending or increasing taxes, the debt will continue to 
grow relative to GDP. The Congressional Budget Office (CBO) has estimated that the 
cost of closing the fiscal gap (stabilizing the debt to GDP ratio at 73%) through 2038 
would require an ongoing reduction in the deficit by 0.9% of GDP ($150 billion); to 
return the debt to its pre-recession level of 38% of GDP would require a reduction of 
2.1% of GDP ($360 billion currently).'^ 

Tax reform and base broadening provide an opportunity to raise revenue that 
could be used to reduce the deficit, as well as an opportunity to finance rate reduction or 
alternatively, more desirable tax reductions. 

There may be some concern about the effect of tax increases on economic growth. 
However, the evidence suggests that supply side effects of tax changes are uncertain in 

' During recession and recovery, reducing the deficit can be contractionary; the policy prescription in a 
recession is to increase spending and/or cut taxes. An unsustainable debt is one that grows as a percentage 
of GDP. 

^ CBO, The 20I3Long-Term Budget Outlook 

http://www,cbo,gov/sites/default/files/cbofiles/attachraents/44521-LTBO2013_0.pdf 
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direction, although small in magnitude. In any case, over time, decreases in the deficit are 
expected to lead to increased output through less crowding out of private investment. 
Based on standard labor supply and savings elasticities, an across-the- board income tax 
rate increase that closed half the fiscal gap referenced earlier ($75 billion, or 0.45% of 
GDP) would cause output to fall, via supply side effects, by slightly over 0. 1% in the 
short run and, at the maximum, less than 0.4% in the long run.^ These numbers are not 
growth rates but changes in levels, so they reflect a change in output compared to 
previous levels. With an economy growing at 2.2% typically, the short run effect is the 
equivalent of a one-time increase in output equal to two weeks of normal growth, and the 
long run effect is the equivalent of two months. 

These estimates are similar to those based on a 2006 study of a tax rate reduction 
by the Joint Committee on Taxation, although their long run supply side effect (measured 
at 30 years) was a gain in output of about 0.5% of GDP. However, the JCT study also 
accounted for crowding out of private investment and found that growth would be 
reduced in the long run. That is, the effect of crowding out would more than offset supply 
side effects. Based on their projections, a tax increase equal to 0.45% of output would 
increase GDP by 0.5% in the long run (30 years).'' While the supply side effect stabilizes 
fairly quickly (growth effects from deficit reduction through increases in individual 


^ See CRS Report R433 81, Dynamic Scoring for Tax Legislation: A Review of Models, by Jane G. Gravelle. 
The estimate was for a tax change equal to 5% of output, so the results were scaled back, 

“ The JCT study was for a $500 billion tax cut over four years beginning in 2005, which based on 
projections at that time was 0.33% of GDP. The results were scaled up. They were also a weighted average 
of individual rate cut and corporate rate cut effects based on revenue shares. See CBO, The Budget and 
Economic Outlook: Fiscal Years 2005 to 2014 January 2004, 

http://www.cbo. gov/sites/default/files/cbofiles/ftpdoc^49xx/doc4985/01-26-budgetoutlook- 
entirereport.pdf .. The slightly larger long run effects in the JCT study may reflect, in part, a substitution 
from housing to business capital which increases gross domestic product but not necessarily net product 
because of depreciation differences. Replacement investment is required to maintain the capital stock, so a 
net product comparison provides better information about well-being. 
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income tax rates would overcome the supply side effects in about ten years) the effects 
from reductions in crowding out continue indefinitely. Thus, increasing taxes to reduce 
the debt is expected to contribute to positive economic growth. 

Effects on the Overall Economy in a Revenue Neutral Tax Reform 

In a revenue neutral tax reform, it is crucial to recognize that the behavioral 
response cannot be measured solely by statutory rate changes. The effective marginal tax 
rate determines this behavioral response and changes in the income base that change the 
share of income taxed at the margin also affect the marginal effective tax rate. For 
example, disallowing the deduction for state and local income taxes increases the tax 
burden at the margin. It is possible for base broadening provisions to raise effective 
marginal tax rates more than enough to offset the effects of a cut in statutory tax rates, 
leading to a contraction rather than an expansion in output.^ For example, although 
reducing accelerated depreciation in exchange for a corporate rate cut may be a desirable 
policy, if the exchange is revenue neutral the cost of capital will increase because a 
corporate rate cut bestows a windfall gain on the return to existing capital. Economists 
studying the Tax Reform Act of 1986, which lowered tax rates and broadened the base, 
concluded that there was little real effect on the economy.* 

This analysis suggests that pursuing base broadening because revenues can be 
used to lower statutory tax rates with the objective of spurring economic growth is 
unlikely to achieve its goals. 

* See CRS Report R433 8 1 , Dynamic Scoring for Tax Legislation: A Review of Models, by Jane G. Gravelle. 
‘ This conclusion is one that is reached with respect to the Tax Reform Act of 1986 which broadened the 
base and cut tax rates by Alan Auerbach and Joe! Slemrod, “The Economic Effects of the Tax Reform Act 
of 1986, Journal of Economic Literature, Vol. 35, June 1997, pp. 589-632. 
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Designing a Tax Reform 

Although base broadening simply to permit rate reduction is unlikely to achieve a 
growth objective, this type of tax reform can potentially improve fairness, efficiency and 
simplicity. Fairness may reflect issues of vertical distribution (how taxpayers at different 
income levels are treated) and horizontal distribution (equal treatment of similarly 
situated taxpayers). Tax reform can eliminate or limit existing tax benefits, but might also 
add or expand provisions. The Tax Reform Act of 1986, for example, included measures 
to reduce the numbers of low income individuals on the tax rolls and to expand the 
earned income credit (EIC). 

The topic of tax reform is vast, and can only be addressed in a limited way in this 
testimony. These comments are based on related CRS reports and on tax reform 
proposals in the Congress and by the Administration, including the comprehensive tax 
reform proposals by Chairman Camp’ and in the Wyden-Coats-Begich bill (S.727 from 
the 112'’' Congress), the discussion draft proposals from the Senate Finance Committee,® 
the Obama Administration’s budget proposals,® the recent proposal by Senators Murray, 
Reed, and Brown, and the House Budget Committee Resolution.” 


’ Documents describing the provisions of this proposal, and providing distributional, revenue, and 
macroeconomic analysis by the JCT can be found on their website, documents JCX-12-14 through JCX-22- 
14, at httos://www.ict.£Ov/ . 

* Senate Finance Committee Tax Reform Discussion Drafts, 

http;//www,finance,senate.gov/newsrooin/chairman/release/?id=4f681789-343a-401c-a752-516028838040. 
® The tax proposals in the budget are discussed in the greatest detail in the Treasury Green Book, General 
Explanations of the Administration’s FY2015 Revenue Proposals, March 2014. 
http://www.treasury.gov/resource-center/tax-policy/Documents/General-Explanations-FY2015.pdf 
'“Senator Patty Murray introduces the 21“ Century Workers Tax Cut Act, March 26, 2014 
.http,7/www.murray.senate.gov/public/index.cfm/newsreleases?ID=469512e4-8bbe-407f-9de4- 
b8e7369ca753 

" The Path to Prosperity, at http://budget.house.gov/uploadedfiles/lyl5_blueprint.pdf. 


5 



82 


Individual Income Tax Reform: General Issues 

Significant base broadening of the individual income tax is challenging because, 
although individual tax expenditures are large relative to individual income tax revenues 
(allowing rate reductions of 43% if all could be eliminated), many tax expenditures are 
unlikely to be altered.*^ In most cases, they are viewed as serving an important purpose, 
are important for distributional reasons, are technically difficult to change, or are broadly 
used by the public and quite popular. This study'^ suggested that although tax 
expenditures are 80% of individual income tax revenue, base broadening was unlikely to 
yield more than 6% to 9% of individual income tax revenue. The Camp proposal’s 
revenue raisers listed under individual income tax account to 7.4% of individual income 
tax revenues by 2023. If two provisions that would not gain permanent revenue were 
omitted, the revenue raisers would be 5.9% of revenues. This amount is not adequate to 
fund large tax rate reductions, although if used to raise revenue, would largely close the 
fiscal gap. 

Some illustrations highlight the difficulty associated with using individual income 
tax expenditures to raise revenues capable of financing substantial rate reductions. About 
30% of individual tax expenditures are associated with savings incentives; many who 
wish to reform taxes would not wish to disturb these provisions. Provisions such as the 
deduction for extraordinary medical expenses provide relief for those with large medical 
expenses and less ability to pay, a provision that may be justified on equity grounds. 
Some provisions might be justified on both equity and efficiency grounds. For example. 


“ See CRS Report R42435, The Challenge of Individual Income Tax Reform: An Economic Analysis of Tax 
Base Broadening, by Jane G. Gravelle and Thomas L. Hungerford, which examines the top 20 individual 
income tax expenditures, which account for 90% of the total. 

“ Ibid. 
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the earned income credit (EIC) is a major part of the income support system, but has also 
been found to encourage labor supply.''' The exclusion of capital gains on owner- 
occupied housing prevents this tax from being a barrier to labor mobility and also helps 
to equalize the treatment of those whose health or financial circumstances require them to 
sell their home and those who can retain their home until death. Some income is received 
in kind and may be technically difficult to tax (such as defined benefit pensions, 
employer health plans, and Medicare benefits). 

It is particularly difficult to find base broadening provisions that offset large rate 
reductions for high income taxpayers, such as the reduction to 25% that some have 
proposed, without shifting some of the burden to the middle class. The fully specified 
reforms (the Camp proposal and S. 727) had a top rate of 35%. In the Tax Reform Act of 
1986, the lowering of top rates was combined with taxing capital gains at ordinary rates 
and restrictions on tax shelters. The latter is not available as a revenue raiser, and the 
former, under current scoring, gains relatively little revenue due to assumed realization 
responses.'* No other provision is as concentrated among top earners as lower rates on 
capital gains.'* 


See Nada Eissa and Hilary W. Hoynes, “Behavioral Responses to Taxes: The ETTC and Labor Supply,” 
in Tax Policy and the Economy (Chicago: University of Chicago Press, 2006), pp. 73-110 for a review of 
the evidence and for their own estimates. 

It would be appropriate to use static revenue effects to measure burden and estimates incorporating 
realizations responses for revenue estimates. However, raising taxes on capital gains solely for the purpose 
achieving more uniform distribution without gaining revenue may not be desirable. At the same time, a 
survey of research suggests that the capital gains realization responses used by the JCT may be too large. 
See CRS Report R41364, Capital Gains Tax Options: Behavioral Responses and Revenues by Jane G. 
Gravelle. 

Another capital gains provision is the exclusion of gains at death, but that proposal has been historically 
rejected. Other provisions that tend to be concentrated in higher income levels are tax exempt bond interest 
and lower rates on dividends. See CRS Report R42435, The Challenge of Individual Income Tax Reform: 
An Economic Analysis of Tax Base Broadening, by Jane G. Gravelle and Thomas L. Hungerford, Table 5, 
for progressivity indices for major tax expenditures.. 
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Corporate Tax Reform 

Corporate tax expenditures are much smaller relative to corporate tax revenues 
than individual tax expenditures are relative to individual income tax revenues. Setting 
aside the tax treatment of foreign source income, eliminating all corporate tax 
expenditures is estimated to allow a steady-state, revenue-neutral reduction of the 
corporate tax rate to 29.5%, or about a 15% reduction.'^ If deferral of foreign source 
income were also eliminated, the rate could be reduced to 27%, or a 23% reduction. 
While it may be more feasible to revise corporate tax expenditures than individual 
income tax expenditures, there are in most cases some issues about the desirability of 
these changes. For example, exchanging accelerated depreciation for rate reduction might 
be desirable for more neutral taxation of equipment and stractures, but it will increase the 
cost of capital. 

The current environment for tax reform is dramatically different for corporate tax 
revisions compared to the Tax Reform Act of 1986. The 12-percentage-point rate 
reduction from 46% to 34% was offset by the repeal of the investment tax credit.’* 

Today, there is no investment credit and returning to the alternative depreciation system 
that defines the tax expenditure for accelerated depreciation would permit a reduction of 
only 2.2 percentage points.’^ 

There is one area in which revenue increases may be used for revenue gain 
without increasing the cost of capital in the United States, which is to increase the tax on 

See CRS Report RL34229, Corporate Tax Reform: Issues for Congress, by Jane G. Gravelle. 

The corporate rate cut cost $ 1 1 6 billion over five years while the repeal of the investment credit raised 
$1 19 billion. There was also a slowdown in depreciation, but it accounted for only $8 billion. See JCT, 
General Explanation of the Tax Reform Act of 1986, May 4, 1987. 

See CRS Report RL34229, Corporate Tax Reform: Issues for Congress, by Jane G. Gravelle. The 
calculation is for depreciation claimed by corporations (not including unincorporated business) and in the 
steady state. 
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income earned abroad. One option for increasing taxes on income earned abroad is to 
repeal the deferral of foreign source income. Much of that deferred foreign income may 
be income that should be taxed in the United States under arms-length pricing and has 
been artificially shifted to low tax countries through techniques such as transfer pricing 
and leveraging (borrowing in high tax countries). Eliminating deferral, according to JCT 
estimates, would raise about $50 billion in 201 4,^“ although the Treasury estimates are 
about $72 billion.^' There is some disagreement about the direction which should be 
taken with respect to international tax reform, with some preferring moving towards a 
territorial tax where foreign source income would not be taxed and some preferring an 
elimination of deferral. Others might opt for something in between (such as taxing 
income abroad at a lower rate). All of these would address concerns about firms retaining 
funds abroad. Most conventional economic analysis supports a worldwide tax without 
deferral on economic efficiency grounds, because it tends to equate most closely the tax 
burden on income from capital invested at home and aboard.^^ 

There is general agreement that, regardless of the tax regime, there are significant 
problems with artificial profit shifting.^^ For example, the Obama Administration’s 
budget proposal projects revenue gains by 2024 equal to 7% of corporate revenues to deal 
with perceived abuses in the international system.^"' Chairman Camp’s proposal would 
address some of these issues, while also moving to a territorial system that exempts 

™ JCT, Estimates Of Federal Tax Expenditures For Fiscal Years 2012-2017,JCS-1-13, February 1, 2013, 
P-30, https ://www.ict.gov/publications.htinl?ftinc=.startdown&id=4.503 . 

' U.S, Budget, Analytical Perspectives, p 205, . http://www.gpo.gov/fdsys/pkg/BUDGET-2015- 
PER/pdf/BUDGET-2015-PER.pdf 

See CRS Report RL341 15, Reform of International Taxation: Alternatives, and CRS Report R42624, 
Moving to a Territorial Tax: Options and Challenges, by Jane Gravelle. 

See CRS Report R40623, Tax Havens: International Tax Evasion and Avoidance, by Jane G. Gravelle. 

“ Revenues in these and other examples are from CBO, The Budget and Economic Outlook: Fiscal Years 
2005 to 2014 January 2004, http://www.cbo.gov/sites/default/Files/cbofiles/ftpdocs/49xx/doc4985/01-26- 
budgetoutlook-entirereport.pdf . 
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dividends from foreign subsidiaries, projected to lose about 4% of corporate revenue, 
outside of the transitory one-time repatriation revenue (see discussion below). 

Adding to Tax Benefits: The EIC Expansion and Second Earner Deduction 

A proposal has been made by Senate Budget Committee Chairman Murray and 
co-sponsors, The 21®‘ Century Workers Tax Cut, to expand the EIC for those without 
children and to allow a 20% deduction for second earners. These provisions would be 
financed in part by currently taxing income earned abroad in tax havens. An expansion of 
the EIC for these low income individuals without children is also contained in other 
proposals, including the Obama Administration’s budget outline. 

The EIC expansions for singles and married couples without children would 
contribute to horizontal equity. Currently these benefits are very small and phase out at 
very low incomes. A study that examined how fundamental elements of the tax code 
treated families of different sizes with the same ability to pay (that is, incomes adjusted 
for family size) indicated that the clearest change in the tax code to increase horizontal 
equity, or equal treatment of equals, is expanding the EIC for families without children.^’ 
From 1981 until its repeal as part of the Tax Reform Act of 1986, the tax code 
had a second earner deduction. This type of provision can be justified, compared to 
general rate reductions, on efficiency grounds. Secondary earners (typically married 
women) have a larger labor supply response to wages than primary earners, although this 
differential has been narrowing in recent years. They also tend to face higher taxes when 
deciding whether to participate in the labor market than most other workers, because their 

“ Jane Gravelle and Jennifer Gravelle, “Horizontal Equity and Family Tax Treatment: The Orphan Child of 
Tax Policy,” National Tax Journal, Vol. 59, September 2006, pp. 631-649. Tlus issue is also discussed in 
CRS Report RL33755, Federal Income Tax Treatment of the Family, by Jane G. Gravelle. 
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tax rate begins at the rate on the last dollar of income earned by their spouse. There is 
also an equity argument for the second earner deduction because, compared to one- 
worker couples, two earner couples do not get the benefit of implicit, but untaxed, labor 
by the stay-at-home spouse. However, single individuals are taxed more heavily than 
married couples, and the deduction would increase that difference. 

Other Tax Provisions, Including “Loopholes” 

Some provisions that might be considered for base broadening might not fall in 
the tax expenditures list, either because they were not considered departures from a 
normal system or because they are unintended (one might say “loopholes.). A judgment 
is made in identifying tax expenditures about whether a provision is a departure from a 
“normal” tax system. There are several examples of base broadening provisions among 
the various tax reform proposals that do not fall into the tax expenditure list, such as 
disallowing deductions for moving expenses, capitalizing advertising costs, extending the 
amortization period for acquired intangibles, restricting interest deductions that reflect 
inflation, and disallowing deductions for alimony. These provisions are reminders that 
tax expenditure lists do not exhaust possibilities for base broadening, although there is a 
strong justification for deducting alimony payments.^® 

Also of interest are tax provisions not identified in the tax expenditure list, or 
subsumed in other provisions, that might be considered “loopholes.” What distinguishes a 
provision as a loophole is not precise, but it often means either an unintended 
consequence or an apparent anomaly. For example, part of the revenue loss from deferral, 

“ When a couple divorces, they lose the income splitting benefits of marriage; deducting alimony (and 
taxing it to the recipient) helps to offset that loss. Divorce decrees are also based on the current tax 
treatment. 
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to the extent that it arises from profit shifting, would be considered a loophole. Other 
foreign related provisions may be viewed as loopholes (such as allowing foreign tax 
credits for payments that are essentially royalties on oil and mineral extraction). There 
may be more agreement on addressing a provision regarded as a loophole, than one that is 
a tax expenditure. 

In addition to foreign provisions that address loopholes and raise $35 billion by 
2024, the President’s budget outline includes four provisions it specifically identifies as 
“loophole closers,” which in total would raise about $10 billion in revenue by 2024. One 
provision is carried interest, which allows partnership interests in coimection with the 
performance of personal services (such as hedge-fund managers) to receive substantial 
amounts of income taxed as capital gains.^^ (A carried interest provision that excludes 
real estate is also included in the Camp draft.) The second is to change the provision that 
allows those who have inherited IRAs, and who are not spouses, to receive distributions 
over their lifetimes. Children who inherit IRAs from parents often have significantly 
longer lives than the parent’s original expected lifetime. In addition, retention of earnings 
in the IRA were intended to cover the parent’s retirement, not the child's. A third 
provision would put an aggregate limit on the benefits of retirement plans, where defined 
benefit, defined contribution, and IRA plans have separate limits and where large 
accumulations from multiple plans are possible. 

A final provision proposed stems from what might be viewed as an anomaly, or 
inconsistency, in the tax law’s treatment. The Affordable Care Act included an additional 
3.8% tax (equal to the Medicare tax on earnings) on capital income (such as capital gains. 

See CRS Report RS22689, Taxation of Hedge Fund and Private Equity Managers, by Donald J, Marples 
for further discussion. 
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dividends, and interest) for certain high income individuals, and also increased the 
existing Medicare tax on wage income for high income earners from 2.9% to 3.8%. 
However, the legislation excluded active (although not passive) income of partners and 
shareholders of Subchapter S firms, the only income exempt from both taxes. The 
administration’s proposal would address this provision by treating this income as wage 
income in the case of professional service businesses. Another, or additional, approach 
would be to apply the 3.8% tax to active income of partners and Subchapter S 
shareholders. 

The budget proposal also has a mixed category, “revenue raisers and other 
loopholes,” which includes some other items that might be considered “loopholes,” such 
as more generous depreciation for general aviation aircraft than for commercial aircraft 
(the “corporate jet” provision), inventory accounting methods, like-kind exchanges and 
some narrow technical provisions. Some of these provisions are in the tax expenditure 
list. There are also a number of estate tax provisions that might be considered loopholes. 

Transitory Revenue Gains and Permanent Losses 

A final issue to be considered that has consequences for the budget deficit is the 
use of provisions that have transitory revenue gains to pay for permanent loss provisions. 
In the case of a tax reform that is revenue neutral over the ten-year budget window, using 
such provisions will contribute to future deficits and debt. If a tax reform that gains 
revenue does so by relying on transitory revenue gains, the gains may be smaller or 
disappear outside the budget window. 
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We only have to look to the past to see the problems with timing effects. The Tax 
Reform Act of 1986 (TRA) is often referred to as revenue neutral, raising approximately 
$120 billion in corporate revenue and losing $120 billion in individual revenue, all over 
five years. Yet, an estimated $68 billion of corporate increases were temporary tax 
increases which did not persist. (The largest single provision was the uniform 
capitalization rules.) In addition, there were an estimated $43 billion of transitory 
individual tax increases which accrued largely to high-income individuals, which suggest 
that not only was TRA not revenue neutral, it was also not distributionally neutral.^* 

Current and recent tax proposals have contained a number of these timing 
provisions. Some of them are unavoidably inter-twined with tax reform provisions while 
others are not. 

Some of these provisions that raise more revenue in the short run than in the long 
run include slower cost recovery provisions (reducing accelerated depreciation, 
capitalizing items currently expensed such as research and development, and advertising), 
and eliminating LIFO inventory accounting. Other provisions include phasing in revenue 
losing provisions, shifting traditional retirement savings from those with an up-ffont 
deduction with taxes on distribution to a Roth form with neither a deduction or taxation 
of benefits (an approach that gains in the near term and loses in the future), temporarily 
suspending indexing provisions, and a one-time tax on existing accumulated earnings 
abroad as a transition to a tenitorial tax. 

One way of limiting the potentially damaging effect of timing on the true cost 
revenue consequences of a proposal is to require that the JCT also provide estimates on a 

Jane G. Gravelle, “Equity Effects of the Tax Reform Act of 1986, “ The Journal of Economic 
Perspectives, Vol. 6, No. 1 (Winter, 1992), pp. 27-44. 
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steady state basis (that is, assuming a provision had long been in place) and judge 
revenue neutrality with that yardstick. This estimating approach is currently used in 
measuring tax expenditures. 
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Chairman Murray. Thank you. 

Ms. Furchtgott-Roth. 

STATEMENT OF DIANA FURCHTGOTT-ROTH, SENIOR FELLOW, 
MANHATTAN INSTITUTE FOR POLICY RESEARCH 

Ms. Furchtgott-Roth. Thank you very much, and I believe I 
have some slides that you said were on a computer somewhere. 

Ms. Gravelle. They are right behind you. 

Ms. Furchtgott-Roth. So, thank you very much for inviting me 
to testify. I would like, with your permission, to submit my entire 
testimony for the record and then summarize it. 

Chairman Murray. Without objection. 

Ms. Furchtgott-Roth. Thank you. So, I would like to really 
agree with my co-witness here, John Buckley, that the lack of job 
opportunities is the major problem facing America. We have a labor 
force participation rate that is around 1978 levels, before the mil- 
lions of women started moving into the workforce in the 1980s. And 
the way to fix this problem is with — through different types of tax 
reform, both at the bottom end, so fixing entitlements so people 
leaving unemployment do not face such high tax rates, and at the 
top end, because right now, for top earners and small businesses. 
State and Federal taxes are over 50 percent. 

While taxes do matter — if they did not matter, America could 
double them and buy everybody a Prius, and in study after study, 
we find that taxes do have an effect. So, I do not want to go 
through all these studies. I mention some of them in my testimony. 
Professors Jonathan Gruber of MIT and Emmanuel Saez found 
that people in the upper end of the income distribution are highly 
responsive to tax rates. Edward Prescott got a Nobel Prize for 
showing the effects of taxes on different countries, including the 
United States. Professors William Gentry of Williams College and 
Glenn Hubbard of Columbia found that high taxes discourage en- 
trepreneurship. Princeton University Professor Harvey Rosen — the 
list just goes on.. 

I would like to just focus on a couple of slides from Professors 
Christina and David Romer. As you know, Christina Romer was 
the Chairman of President Obama’s Council of Economic Advisors 
and she concluded that a tax increase of one percent of GDP re- 
duces output over the next three years by nearly three percent. 
And in Figure 1, you can see the estimated effect of an exogenous 
tax increase of one percent of GDP on GDP, and you can see that 
it is going down. 

If you look at Figure 2, you can look at the effect of a tax in- 
crease of one percent on the inflation rate, and the Romers find 
that it makes inflation rise. The Romers took data from the 1940s 
to the present and did a very thorough effect of the increases of 
taxes on GDP. 

And what is most startling and also related to the testimony of 
my friend John Buckley over here is the effect of a tax increase of 
one percent of GDP on the unemployment rate, and it shows that 
there is a — that the unemployment rate actually does decline under 
this. 

But what they find is that with the increase in taxes, then GDP 
actually does go down, and the reason is that, as all of you know. 
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when the government takes a dollar of your money, then it spends 
it less efficiently than you do. 

Well, one objection that we have heard today is that reducing 
taxes leads to more inequality, and inequality decreases economic 
growth. There has been an International Monetary Fund study 
about this, and I think that a lot of this is misstated. The IMF 
study used pre-tax, pre-transfer income to measure inequality and 
many of these studies looking at inequality do not take into ac- 
count the taxes paid by the top percent and the transfers that go 
to the bottom. So, for example, the top five percent paid 57 percent 
of all Federal individual income taxes in 2011, the latest year that 
data are available, and the top half of earners paid 97 percent of 
these taxes. So, the idea that inequality can be measured just look- 
ing at these issues is very — just does not make sense at all. 

Well, mismeasurement of income is not the only flaw. Many 
changes occurred between 1980 and 2012. For example, as we can 
see in Table 1, women streamed into the workforce in the 1980s, 
and by 2012, most families in the top fifth of the income distribu- 
tion had two earners. So — and in the middle of the distribution, the 
average was 1.3 earners. So, one thing we could do to increase in- 
come equality is to say that only one person in a family can work. 
One of the things that we are looking at when we observe more in- 
come inequality is more women in the workforce. 

We have also had, over the past 20 or 30 years, more people liv- 
ing alone, and that has contributed to the perception of income in- 
equality. So, if you look at Table 2, you can see that men and 
women living alone are more likely to be in the lowest income 
quintiles, and with increasing life expectancy and more divorces, 
we can see that there are more people living alone than there used 
to be and this also contributes to the perception of income inequal- 
ity. 

So, that is why it is important, when you look at income distribu- 
tion, to look at it on a per person basis so that you can adjust for 
that, and also looking at consumption rather than income, because 
when you look at taxes and transfers, the taxes go from the top 
part of the income distribution and they go to transfers to the bot- 
tom. 

So, in Table 3, where I have done that, you can see that the ratio 
of top to bottom income quintile spending is about the same. It is 
about 2.5 in 1987 and about 2.5 in 2012. It has not changed that 
much, and that is because even though looking by certain meas- 
ures, income inequality, it seems as though the top — there is a lot 
more income inequality based on income measures that do not in- 
clude taxes and do not include transfers. When you take out taxes 
and transfers, you have a very different situation. 

So, the answer is to do tax reform and not be concerned about 
these measures of inequality, which are frequently incorrect, and 
thank you very much. 

[The prepared statement of Ms. Furchtgott-Roth follows:] 
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The Disadvantages of High Marginal Tax Rates 


Chair Murray, Ranking Member Sessions, Members of the Senate Budget 
Committee, I am honored to be invited to testify before you today on the subject 
of the effects of high taxes on GDP growth 

Currently I am a senior fellow and director of Economics21 at the Mcinhattan 
Institute for Policy Research. I am author or editor of several books, including 
Women's Figures: An Illustrated Guide to the Economic Progress of Women in America, 
(AEI Press, 2012), and Overcoming Barriers to Entrepreneurship in the United States 
(Rowman and Littlefield, 2008). From February 2003 until April 2005 1 was chief 
economist at the U.S. Department of Labor. 

The State of America's Economy 

The Great Recession ended in June 2009, but, almost five years later, America still 
has not recovered. America's real gross domestic product grew by 1.9 percent in 
2013, which was not enough to generate a sufficient number of jobs to raise 
nonfarm payroll employment to prerecession levels. The unemployment figures 
for March 2014, released on April 4, show an economy that is stiU sputtering 
along. The unemployment rate was 6.7 percent, and would have been higher if it 
were not for the labor force participation rate, which stood at 63.2 percent, 
equivalent to 1978 levels, before millions of women marched into the labor force 
in the 1980s. 

The 6.7 percent overall imemployment rate masks other groups within the 
economy that are doing far worse. The African American unemployment rate is 
12 percent. The teen unemployment rate is even higher, at 21 percent, and the 
African American teen imemployment rate is 36 percent.' 

It is most troubling that although economic activity and jobs are the first priority 
for most Americans, America's tax policy has the effect of reducing economic 
activity. High taxes drive out both businesses and residents. High tax rates are 
not just confined to high-income earners. Low-income Americans face high tax 
rates when their incomes rise so that they phase out of different entitlement 
programs. 

Disincentives of High Marginal Tax Rates 

Taxes matter. If they did not matter, America could double them and buy 
everyone a Prius. Taxes affect individual and business decisions. States with high 

' Bureau of Labor Statistics, “Employment Situation Report,” April 4, 2014. 
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taxes, such as New York and California, see that their residents migrate to low- 
tax states, such as Texas and Florida. Countries with high tax rates find they are 
unsustainable because capital is global and shifts to more hospitable 
environments. 

Many eminent economics professors have shown that lowering individual and 
corporate income taxes is the key to increasing incentives for Americans to work 
and for businesses to invest. 

Professors Jonathan Gruber of MIT and Emmanuel Saez of the University of 
California (Berkeley) have found that people at the upper end of the income 
distribution are highly responsive to changes in tax rates, more so them those at 
the middle and lower end. Their research shows that lowering top tax rates in 
France would encourage upper-income earners to work more.^ 

Nobel laureate economist Edward Prescott found that in the 1970s the labor 
supply of France, Germany, and the United Kingdom exceeded that of the 
United States. In the 1990s, Americans worked much more than Europeans. 
ControBing for other factors, he discovered that when tax rates of European 
coimtries and the United States were comparable, their labor supplies were 
comparable as well. Prescott concluded that the difference in the marginal tax 
rate accounts for the predominance of the differences at points in time and the 
large change in relative labor supply over time.^ 

The tax system should be designed so that "when an individual works more and 
produces more output, the individual gets to consume a larger fraction of the 
increased output." Prescott finds that the elasticity of labor supply with respect 
to income is nearly three, and that "the large labor supply elasticity means that as 
populations age, promises of payments to the current and future old cannot be 
financed by increasing tax rates." He goes on to advocate for mandating that 
people save for retirement, arguing that such a requirement is "not a tax and 
does not reduce labor supply." 

Similarly, Professors William Gentry of Williams College and Glenn Hubbard of 
Columbia University found that higher marginal tax rates discourage 
entrepreneurship.^ Entrepreneurship involves risk-taking, and people are less 
willing to take risks when the rewards will be taxed away. A five-percentage- 


^ Gruber, Jon and Emmanuel Saez, "The Elasticity of Taxable Income : Evidence and Implications," 
Journal of Public Economics, 2002. 

^ Prescott, Edward C., “Why Do Americans Work So Much More Than Europeans?,” Federal Reserve 
Bank of Minneapolis, 2003. 

Gentry, William and Glenn Hubbard, "‘Success Taxes,’ Entrepreneurial Entry, and Innovation," National 
Bureau of Economic Research, 2005. 
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point reduction in tax progressivity would increase the entry rate into 
entrepreneurship by 25 percent. The increase in taxes in America in 1993, they 
foimd, lowered the probability of people becoming self-employed by 20 percent. 
The ensuing period of high growth and low unemployment could have been 
even better. 

Princeton University professor Harvey Rosen wrote that on the basis of tax 
return data for sole proprietors from before and after the Tax Reform of 1986, the 
probability of purchasing capital assets goes down when a sole proprietor's 
marginal tax rate goes up. A five percentage point increase in marginal tax rates 
would reduce the proportion of entrepreneurs who make new capital 
investments by 10.4 percent, and decrease average investment expenditures by 
9.9 percent.5 

Professors Christina and David Romer, in a 2010 article in the American Economic 
Review, concluded that "a tax increase of 1 percent of GDP reduces output over 
the next three years by nearly three percent." Romer and Romer say the effect is 
highly statistically significant. Furthermore, the effect is larger and more 
significant than if they had examined all legislated tax changes rather than just 
the ones they determined to be legitimate. The effect on output was smaOer after 
1980 than prior. The maximum output decline from 1950-1980 was 4.3 percent 
after 7 quarters, compared to a 3.1 percent decline after 8 quarters in 1980-2007.* 

The Romers believe that most studies examining the effect of taxes on output 
suffer from an omitted variable bias. Many tax changes do not occur through 
legislation, but through changes in the economy, such as increases in the overall 
level of income, stock prices, or inflation. In order to fix this bias, the authors 
examine the narrative rhetoric surrounding legislated tax changes to determine 
which tax changes should be used as legitimate observations to measure the 
effect on macroeconomics. 

Using the narrative record for these tax changes, Romer and Romer categorized 
tax changes by their motivations. The authors estimate that a deficit-driven tax 
increase would actually increase GDP growth, but by no more than 2.5 percent. 
Romer and Romer also examine which components of GDP are affected most by 
tax increases. A tax increase of one percent of GDP decreased personal 
consumption expenditures by 2.55 percent, with expenditures on durables 
accoimting for a large portion of the drop. Gross private domestic investment fell 
11.2 percent in response to a one percent of GDP tax increase. 


* Carroll, Robert, Douglas Holtz-Eakin, Mark Rider, and Harvey S. Rosen, “Entrepreneurs, Income Taxes 
and Investment,” National Bureau of Economic Research, 1998. 

® Romer, Christina D. and David H. Romer, “The Macroeconomic Effects of Tax Changes: Estimates 
Based On A New Measure of Fiscal Shocks,” American Economic Review, 2010. 
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Writing in 2006, Harvard Professor Martin Feldstein concluded that a typical 
wage earner ($40,000 a year) pays a combined income and payroll tax rate of 45 
percent, with sales taxes pushing the rate above 50 percent.^ 

Using the NBER Taxsim calculator, Feldstein simulated tax reform that would 
raise all individual marginal tax rates (except capital gains) by one percent. The 
resulting static estimate showed revenue increased by $7.5 bittion. Using modest 
assumptions for a behavioral response (compensated elasticity of .4 and an 
income effect of .15) Feldstein found that the aforementioned tax reform would 
decrease taxable income by $6.6 billion and only increase tax revenue by $4.6 
billion. Deadweight loss from the tax reform is calculated to be $3.5 bOhon. "This 
implies that financing additional government spending by an across the board 
rise in all marginal tax rates would make the cost per dollar of government 
spending equal to $1.76." 

Feldstein concluded that aU government estimates of tax reform should take into 
account that actual revenue was only 57 percent of static revenue, and that 
deadweight loss was 75 cents per dollar of revenue. 

Taxation and Inequality 

One objection to reducing taxes is that lower taxes lead to more inequality, and 
inequality decreases economic growth. A recent IMF report concluded that 
inequality decreases economic growth, and suggested raising taxes to counteract 
inequality.* 

The idea that inequality limits a country's economic growth is on the verge of 
becoming conventional wisdom. But, despite the latest International Monetary 
Fund report, no one has proved the negative macroeconomic effects of 
inequahty. 

Entitled "Fiscal Policy and Income Inequality," the IMF report states that "there 
is growing evidence that high income inequality can be detrimental to achieving 
macroeconomic stability and growth." 

Here are three common errors in the attempt to prove that inequality slows 
growth. 

Error 1: Use of Pre-Tax, Pre-Transfer Income to Measure Inequality. 
Throughout the report, the IMF uses the concept of "market income" to measure 


’ Feldstein, Martin, “The Effect of Taxes on Efficiency and Growth,” National Bureau of Economic 
Research, March 2006. 

* Sanjeev Gupta et at, “Fiscal Policy and Income Inequality,” International Monetary Fund, January 2014. 
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inequality. Market income is defined as income before taxes are paid to the 
government, and before transfers from the government to low -income 
individuals. 

This concept of income is far removed from reality. The top five percent paid 57 
percent of all federal individual income taxes in 2011, the latest year data are 
available. The top half of earners paid 97 percent of these taxes. The bottom half 
of earners paid 3 percent. They received back a substantial share of the 97 percent 
paid by the top half for programs including Medicaid, food stamps, the earned 
income tax credit, housing vouchers, and unemployment insurance. 

Data from the non-partisan Tax Foundation show that families in the bottom fifth 
of income earners receive over $5 in government sending for every $1 they pay in 
combined federal, state, and local taxes. Families in the middle fifth of incomes 
receive $1.50 for each doUar they pay and those in the top fifth receive only 30 
cents for every dollar they pay.® 

The idea that inequality can be measured by income irrespective of taxes and 
transfers makes little sense. 

Yet the IMF report states that "the share of market income captured by the 
richest 10 percent surged from around 30 percent in 1980 to 48 percent by 2012, 
while the share of the richest 1 percent increased from 8 percent to 19 percent" 

Mismeasurement of income is not the only flaw: many changes occurred 
between 1980 and 2012. The Tax Reform Act of 1986 lowered tax rates on 
individuals relative to corporations, and so more businesses filed as individuals. 
This meant that individuals appeared to earn more after 1986, even though the 
assets were just trcmsferred from the corporate side to the individual side of the 
tax code. 

Women streamed into the workforce in the 1980s. By 2012, most families in the 
top fifth of the income distribution had two earners, not one. These data are 
shown in Table 1. 

Census data in Table 2 show that men and women living alone are most likely to 
be in the lowest-mcome quintiles. Some 46 percent of women living alone were 
in the bottom quintile in 2012, and 72 percent of women living alone were in the 
bottom two quintiles. Only 3 percent of women living alone were in the top 


” Prante, Gerald and Scott Hodge, “The Distribution of Tax and Spending Policies in the United States,” 
Tax Foundation, November 2013. 
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quintile. The trends are similar for men. Some 60 percent of men living alone 
were in the bottom two quintiles, and only 7 percent were in the top quintile. 

In contrast, married couples are more likely to be in the top quintiles. Some 32 
percent of married couples were in the top quintile, and 58 percent were in the 
top two quintiles. 

Between 1980 and 2012, the share of taxes paid by top earners increased, and the 
share paid by low-income earners declined. At the same time, transfers to low- 
income Americans went up. 

Cornell University economists Richard Burkhauser and Philip Armour, together 
with Jeff Larrimore of the Joint Committee on Taxation, accoimted for these 
factors in a paper pubUshed last year by the National Bureau of Economic 
Research. Rather than an increase in inequality over time, they concluded that 
the share of income of the top five percent declined between 1989 and 2007.^0 

I calculate spending on a per-person basis in order to produce comparable 
measures. These data are converted into 2012 dollars using the Bureau of Labor 
Statistics Consumer Price Index for all urban centers. It is important to compute 
spending on a per-person basis because the number of persons in a household 
varies by quintile. For a given level of income, a family is better off with fewer 
people. 

Table 3 shows that the average annual spending for a household in the lowest 
quintile in 2012 was $13,032 per person. In contrast, the average spending for a 
household in the top quintile was $32,054 per person. 

On a per-person basis, the new Department of Labor numbers show that in 2012, 
households in the top fifth of the income distribution spent 2.5 times the amount 
spent by the bottom quintile, as can be seen in Table 3. That was the same as 25 
years ago. There is no increase in inequality. In addition, the overall level of 
inequahty is remarkably small. A person moving from the bottom quintile to the 
top quintile can expect to increase spending by only 146 percent. 

Error 2i More Inequality Leads to Lower Mobility. The result that more 
inequahty leads to less economic mobility, cited in the IMF report, comes from a 
graph by Princeton University professor Alein BCrueger, former chair of President 
Obama's Council of Economic Advisers. The graph, called "The Great Gatsby 
Curve," purported to show that countries with more inequality had lower 


Armour, Philip, Richard V. Burkhauser, and Jeff Larrimore, “Levels and Trends in United States Income 
and Its Distribution A Crosswalk from Market Income Towards a Comprehensive Haig-Simons Income 
Approach,” National Bureau of Economic Research, 2013. 
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intergenerational economic mobility. The logical conclusion of such a graph was 
that inequality is actually preventing people from getting ahead. 

Just one problem: as with Error 1, more sophisticated data lead to different 
results. In "The Collapse of the Great Gatsby Curve," my Manhattan Institute 
colleague Scott Winship showed that the Great Gatsby curve reversed itself when 
economists used better measures of inequality, the Luxembourg Income Study 
inequality estimates.'^ Data from University of Ottawa professor Miles Corak on 
the United States, Canada, and Sweden suggest that more inequality is 
associated with higher mobility, not less mobility .^2 

Winship's findings echo those of Harvard University economist Raj Chetty, who 
foxmd little association between the share of income of the top one percent and 
mobility, either in the United States or between different countries.^^ 

Error 3: Tax Increases Lead to Higher Economic Growth. The IMF report 
suggests many ways that taxes can be raised on upper-income individuals in 
order to increase economic growth. The theory is that the poor spend a larger 
share of their income than the rich, so raising taxes on the rich and redistributing 
these funds to the poor raises growth. 

However, spending by upper-income consumers creates local employment, at 
least in the United States. Labor Department data show that the top fifth of 
income earners was responsible for 52 percent of aU spending on personal 
household services, and 56 percent of spending on fees and admission to 
entertainment.’'* Services and entertainment are local businesses that employ 
low-wage workers. Taxing top earners will result in lower spending on these 
categories, and less domestic employment. 

In contrast, the lowest fifth of income earners spend more on apparel, footwear, 
and nondurables, which are more likely to be imported. A substantial percentage 
of goods purchased at big box stores, where low-income individuals tend to 
shop, are made overseas. 

Conclusion 


' ' Winship, Scott and Donald Schneider, “The Collapse of the Great Gatsby Curve,” Economics21 at the 
Manhattan Institute. February 3, 2014. 

Corak, Miles, Matthew J. Lindquist, and Bhashkar Mazumder, “A Comparison of Upward and 
Downward Intergenerational Mobility in Canada, Sweden and the United States,” March, 2014. 

Chetty, Jar, Nathaniel Hendren, Patrick Kline, and Emmanuel Saez, “Where is the Land of Opportunity? 
The Geography of Intergenerational Mobility in the United States,” National Bureau of Economic 
Research. 2014. 

“ Bureau of Labor Statistics, “2012 Consumer Expenditure Survey,” September, 2013. 
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Many people try to justify increases in taxation by saying that they wiO reduce 
inequality, and hence increase economic growth. Academic studies on taxation 
and GDP growth show that tliis is not true. Much of the concern about inequality 
is caused by problems of measurement and changes in demographic patterns 
over the past quarter-century. Government data on spending patterns show 
remarkable stability over the past 25 years and, if anything, a narrowing rather 
than an expansion of inequality. 

If transfers of income from one group to another succeeded in creating economic 
growth, the fastest-growing countries would be those with the highest top tax 
rates. Empirical observation shows that the reverse is true. America needs 
economic growth and jobs, and a simpler, lower tax system is the best way to 
achieve it. 
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Chairman Murray. Thank you to all of you. 

Let me start with a question about House Ways and Means 
Chairman Dave Camp’s tax reform plan. That plan attempts to pay 
for lower tax rates by closing loopholes and reducing tax expendi- 
tures. Chairman Camp even imposes a new excise tax on big banks 
and places a surtax on the income of wealthy individuals. All told, 
his plan raises more than $4.2 trillion in new revenue to pay for 
lower tax rates. And he tried to make all these changes without in- 
creasing or decreasing revenues or shifting tax burdens among tax- 
payers at different income levels. 

Mr. Buckley, you noted that despite all of his efforts. Chairman 
Camp’s plan would still lead to both bigger deficits and tax cuts for 
the wealthy beyond the ten-year budget window, and let me just 
say again, this is an approach to tax reform we cannot afford, given 
our current budget window. But, can you explain to us why Chair- 
man Camp’s plan would lead to bigger deficits down the road. 

Mr. Buckley. It is fairly simple. If you just look at the revenue 
table of Chairman Camp’s bill and look at what I call permanent 
changes in the law — changes other than timing changes — he has 
well over a trillion dollars in permanent tax reductions. That is off- 
set by a series of pure one-time revenue increases — the tax on the 
unrepatriated profits of U.S. multinationals, release of reserves 
from repeal of LIFO accounting methods. Those are purely one- 
time revenue increases. They are in the range of a couple hundred 
billion dollars. 

He also, you know, forces many into Roth IRAs and claims that 
to be a revenue increase. It is not a revenue increase. It is a tax 
benefit disguised as a revenue increase in the budget window. 

And then, finally, he has a whole series of pure timing changes — 
repeal of accelerated depreciation, repeal of expense treatment for 
R&D, you could go on, repeal of expense treatment for advertising 
expenses. Those are all pure timing changes and they will dis- 
appear to a very large extent — I have seen as much as two-thirds 
disappear outside the budget window. 

So, it is fairly simple math. He results in growing deficits outside 
the ten-year window. Also, all of those one-time and temporary tax 
increases are taken into account for distributional purposes. During 
the ten-year window, these are changes affecting businesses. The 
way the Joint 

Committee on Taxation distributes tax burden, they will flow al- 
most all to upper-income taxpayers. That is what enables his dis- 
tributional table to look distributionally neutral in the ten-year 
budget window. 

Chairman Murray. But it is in the out-years that the wealthy 
benefit. 

Mr. Buckley. Those revenues disappear and the upper incomes 
will get a substantial net tax cut, and you only have to look at the 
Joint Committee distributional tables to find that people making 
more than a million dollars get a significant tax reduction in the 
last year of his ten-year budget window. 

Chairman Murray. Okay. Dr. Gravelle, you recently wrote that 
in 2008, U.S. companies reported profits in Bermuda, a tax haven 
with no corporate income tax, that exceeded the size of that coun- 
try’s GDP by almost 650 percent. Many of us are aware, of course. 
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of the infamous five-story building in the Cayman Islands that 
houses something like 18,000 companies. But, no doubt, really, our 
government is losing billions of dollars every year to offshore tax 
abuse. Let us be clear. Those schemes give big companies an unfair 
business advantage over companies that only operate domestically, 
and I think that is important to remember, as well. 

I talked in my opening statement about the bill that I intro- 
duced, the 21st Century Worker Tax Cut Act. My bill actually bor- 
rows from Chairman Camp’s to combat profit shifting and tax 
haven abuse, uses those savings to invest in targeted tax cuts for 
childless workers and two-earner families. 

First of all. Dr. Gravelle, I wanted to get your perspective on the 
magnitude of offshore profit shifting and tax avoidance. 

Ms. Gravelle. Actually, I think my 650 percent number has 
grown. It is really more like over a thousand percent by now, prob- 
ably. 

Chairman Murray. Really? 

Ms. Gravelle. I need to update my paper. So, the estimates that 
I look at would say that I think that the profit shifting, sort of the 
best estimates, amount to probably about $70 billion in fiscal year 
2015. That is profit shifting, not revenue we could raise from it. 
But it is growing. It seems to be growing all the time. But, you 
know, if you put out a 35 percent rate, you could get a substantial 
revenue gain from that, and I think there are certainly ways to col- 
lect that money effectively. A lot of countries tax currently income 
from countries that have low taxes. That is very common. But we 
do not do any of that. 

Chairman Murray. Right. And, Mr. Buckley, would you agree 
that providing targeted tax relief to struggling workers is a better 
use of taxpayers’ resources than allowing these tax havens to con- 
tinue unabated? 

Mr. Buckley. I absolutely agree. I think, of the barriers to em- 
ployment faced by two-worker married couples are significant when 
they have children, and so that anything that is done to address 
those barriers, make it easier for them to get quality day care, to 
afford the cost of that, is positive. 

I am deeply troubled when you see tax reform plans like Dave 
Camp’s that repeal the Dependent Care Credit and that will result 
in a net tax increase on many of the two-earner spouses that you 
are concerned about. We should make it easier for them to enter 
and remain in the workforce. 

Chairman Murray. And we want people to work. I know my 
counterpart here has talked about that before. But, it is a disincen- 
tive to the second worker when they start working and they have 
to pay for child care and clothes and transportation and are not 
getting that tax credit, correct? 

Mr. Buckley. That is correct. 

Chairman Murray. Okay. My time is out. I will yield to Senator 
Sessions, and thank you all very much. 

Senator Sessions. Thank you. 

Ms. Gravelle, you indicated you discussed new taxes, that they 
would be used to pay down the debt, or reduce the annual deficits, 
maybe more correctly. If taxes were to be increased, is that what 
you would propose should be done with the money? 
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Ms. Gravelle. Well, I cannot recommend a policy. CRS never 
makes recommendations. 

[Laughter.] 

Ms. Gravelle. Just basically, what I wanted to say in my state- 
ment is — and, in fact, I would go on to say I have written a paper 
on the long-run debt outlook where it seems to me, if you put all 
the numbers together, it is very hard to deal with that long-run 
debt without relying on some increase in taxes. But, mainly, what 
I was saying — 

Senator Sessions. But it does not improve the long-term debt if 
you increase taxes to fund new spending. That is the point. 

Mr. Buckley, thank you for your comments. I would just say 
that — well, CBO tells us that the marginal rate tax increases do re- 
duce economic growth. I think most people would agree. We do 
have to have a certain amount of money to run this government. 
There is just no doubt about it. But, I think that it is clear that 
a marginal rate increase on the private sector weakens the private 
sector and increases the Washington sector and that is pretty clear. 

I have got just a minute and I will let you respond. I see you 
would like to. 

Mr. Buckley. Well, I think you should look, carefully look at the 
economic models that predict economic growth from tax reform. 
They are what I call supply side models. Many of them assume — 
if you could look at the Joint Committee analysis of Dave Camp’s 
bill, one of the models used that shows big increases in growth as- 
sumes that the two major problems faced by this country are al- 
ready solved. They assume that the Federal budget is sustainable, 
no long-term problems, and there is no unemployment in this coun- 
try. They are modeling the effects — 

Senator Sessions. Well, I doubt that they say there is no unem- 
ployment — 

Mr. Buckley. Well, that is what the model assumes. 

Senator Sessions. Do you mean zero unemployment? 

Mr. Buckley. I mean zero unemployment. 

Senator Sessions. That would be unrealistic, I would agree. 

Mr. Buckley. It is unrealistic, but that is where the projections 
of economic growth come from. 

Senator Sessions. Well, Ms. Furchtgott-Roth, you refer to stud- 
ies. There are a number of studies that have shown that in Europe, 
IMF and some sophisticated analytical studies by professionals who 
say that in reducing the deficits they were facing, that the nation 
benefits more from reducing government spending than it does 
from increasing taxes to reduce the deficit. Is that your under- 
standing of the state of the economic analysis? 

Ms. Furchtgott-Roth. I think it is important to reduce the defi- 
cits by cutting spending. Increasing taxes to reduce the deficit, es- 
pecially in the system of government that we have right now, 
seems to result in higher taxes and higher spending, and I really 
agree that it is a great problem that companies are putting profits 
abroad and one reason for this is that we have a much higher tax 
rate than other countries around the world and we need to lower 
our corporate tax rates to average OECD levels and start taxing 
not on a worldwide but on a territorial basis. OECD averages about 
24 percent. So, it is no surprise that since our rate. Federal and 
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State, is 39 percent, our companies are keeping profits offshore 
rather than bringing them back where they would be taxed. 

Also, I am surprised that we have not had any discussions of 
cuts in spending. We are just assuming that spending cannot be 
cut, and there are a lot more efficient ways of dealing with the 
spending that we have. For example, we talked about the Highway 
Trust Fund. If that were devolved to the States, for example, in- 
stead of sending all the gas tax to Washington, then sending it 
back to the States, if we let the States keep their gas tax revenues 
and spend it themselves on what highway projects they wanted 
without having to have the required 15 percent for mass transit, 
which is not much good in places like Nebraska, where they do not 
use mass transit. States could make much more efficient uses of 
these revenues and they would not be hamstrung by project labor 
agreements and other kinds of Federal rules on this highway con- 
struction and that could go a lot further. 

There are many ways we could be cutting spending, such as the 
$12 to $15 billion we spend every year making electricity more ex- 
pensive, and I think we really need some discussion of that, not 
just assume we need to raise taxes to reduce the deficit. We also 
need to be looking at entitlements out in the long run, how we can 
trim those down, because those are the major source of government 
spending. 

Senator Sessions. Well, I think that is exactly right. It is the 
equivalent of a tax to pass an environmental regulation or a global 
warming regulation that raises the price of everybody’s energy for 
people alike. It is the equivalent of a tax, in my opinion. It is equiv- 
alent to the government taxing those same people and then paying 
for the C02 reduction ideas. 

Ms. Furchtgott-Roth. Right. And what is really — 

Senator Sessions. Economic sense, it is not much difference, is 
it? 

Ms. Furchtgott-Roth. Yes — 

Senator Sessions. I would just say this — 

Ms. Furchtgott-Roth. — and what is really interesting is that 
when extended unemployment benefits ended in December, be- 
tween December and March, the labor force participation rate went 
up by four-tenths of a percentage point. That is the fastest increase 
since 2010. And that was because, in essence, the effective tax rate 
for working at lower income levels had disappeared when people 
were not losing that extra unemployment benefit by going out to 
work. 

Senator Sessions. Could I ask you this, Ms. Furchtgott-Roth. 
University of Chicago Professor Casey Mulligan has said that the 
penalty on working, that, in effect, for low-income workers, can be 
much higher than those for upper-income earners because of the 
phase-out of different benefits they are receiving from the govern- 
ment. 

Ms. Furchtgott-Roth. Right. He had speculated about 40 to 60 
percent, and that is why we really need to work on trimming back 
these entitlements and making the phase-outs different. That is 
why it is particularly interesting that when extended unemploy- 
ment benefits ended in December, we saw this movement of people 
into the workforce, and also, the percent of long-term unemployed 
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went down from 37 percent — the long-term unemployed, that is 26 
weeks or longer — went from 37 percent of the unemployed to 35.8, 
just last month. 

Senator Sessions. Thank you. Madam Chair. I would just say 
that the argument over taxes and economic growth is complex, but 
in 1981, the Reagan plan took the marginal tax rate from 70 per- 
cent to 50 percent, and I think that was a positive step for the 
economy. The economy did recover. And then in 1986, it was taken 
to 28 percent. Perhaps that was lower than the country could sus- 
tain, Mr. Buckley, I do not know. But, when it went back up — it 
went up, what, to 39 — and you still ended up with far less mar- 
ginal tax rate imposition on the private economy than you had in 
1980. And, I think all of that did help create growth and pros- 
perity. 

All of us are guilty. Something changes in policy and we run out 
and say the next month, whatever good or bad happened was a re- 
sult of that event. And it may just be a smaller event in the long- 
term shape of things that helped shape it. 

So, anyway, these are important issues. Thank you for your lead- 
ership, and this is a valuable discussion. 

Chairman Murray. Thank you. 

Senator Whitehouse. 

Senator Whitehouse. Thank you. Chairman. 

Let me get a sense — I think the Chairman used one of the num- 
bers that I want to use already, but I would like to hear it from 
the witnesses. The revenue that comes into the Federal Govern- 
ment has two ways of being spent. One is it can be spent through 
the budget and through appropriations, and you could describe that 
as going out the front door, and everybody gets a look at it when 
it is on the porch because the appropriations process looks on a 
regular basis at all of that. 

And the other is by tweaking the tax code to give people advan- 
tages and deductions and so forth. You can send revenues that 
would otherwise be collected for spending in the traditional sense, 
that would otherwise go out the front door, you can send them out 
the back door, and that can also be very beneficial to special inter- 
ests, and, indeed, there are huge lobbying professions that are de- 
signed to make sure that industries maximize their benefit of that 
expenditure out the back door. 

In terms of the scale of how much money is lost through tax 
avoidance, tax deductions, tax specialized rates, things like that, 
compared to what gets actually spent, how would you compare the 
two, generally? And on the corporate side and on the individual 
side separately, if you would. 

Mr. Buckley. Senator, I think you have to divide what are called 
tax expenditures into different pockets here. 

Senator Whitehouse. Let me put it this way. Are they called tax 
expenditures for a reason? 

Mr. Buckley. They are called tax expenditures for a reason. 

Senator Whitehouse. And what is that reason? 

Mr. Buckley. That they are spending through the tax system. 

Senator Whitehouse. Okay. 

Mr. Buckley. But, many of the tax expenditures are items like 
the Dependent Care Credit, per child credit, charitable deductions. 
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home mortgage interest deductions, State and local tax deduc- 
tions — 

Senator Whitehouse. Yes. 

Mr. Buckley. Those type of tax expenditures on the individual 
side are somewhere between 80 and 90 percent of total tax expend- 
itures. So, there clearly is a lot of special interest things here. 

Senator Whitehouse. Particularly on the corporate side. 

Mr. Buckley. Particularly on the corporate side — on the busi- 
ness side — 

Senator Whitehouse. Yes. 

Mr. Buckley. Not just corporations, but businesses. But, if you 
look at the overall numbers that are being tossed around, the bulk 
of the tax expenditures are things that you really could not accom- 
plish through a spending program. They are called tax expendi- 
tures, but you cannot replicate the charitable deduction through a 
spending program. I do not think the Congress would want to rep- 
licate — 

Senator Whitehouse. My point is, the scale of it, because I think 
most people think, when they think of Federal spending, that what 
we see through the appropriations process is a very, very big num- 
ber — 

Mr. Buckley. Right. 

Senator Whitehouse. and whatever happens with the tax code 
is sort of a lesser thing. And, in fact, on the corporate side, it is 
70 to 80 percent of all revenues that actually goes — 

Ms. Gravelle. No, it is smaller than that. 

Mr. Buckley. No. 

Senator Whitehouse. Smaller than that? 

Mr. Buckley. Yes, very much. 

Ms. Gravelle. It is smaller. It is about — I think it is — it seems 
to me it was about 40 percent — 35 percent, 40 percent. The biggest 
tax expenditure, I think, is comprised partly of what I think is a 
loophole, and that is the revenue loss on the deferral of foreign 
source income. 

Mr. Buckley. Correct. 

Ms. Gravelle. Some of that might be real activity, but I think 
a large part of it is these profits that have been shifted through 
various schemes to, you know, to the Cayman Islands or to Ber- 
muda or — 

Senator Whitehouse. And some of that, we do not see at all be- 
cause the income is hidden, so you never know that — 

Ms. Gravelle. We are capable of collecting that if we want to. 

Senator Whitehouse. If we want to, yes. 

Ms. Gravelle. But, it is the biggest tax expenditure and it is 
worth — I do it in percentage points of the rate — it is worth about 
three percentage points. The one that is talked about all the time, 
the next biggest one, is worth about 2.2 percentage points. So, 
those are the two biggest tax expenditures, and accelerated depre- 
ciation only accidentally became a tax expenditure because we set 
the rates where they should be in present value terms in 1986, but 
we set them with the wrong expectation of inflation. That is what 
happened there. 

Ms. Furchtgott-Roth. But, that is on the corporate side. If you 
look at the individual side, the mortgage interest deduction, the de- 
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duction for health care expenses on the employer side, the deduc- 
tion for State and local taxes, I mean, all these really are the major 
tax expenditures and they are very difficult to get rid of for polit- 
ical purposes. 

Senator Whitehouse. Ms. Furchtgott-Roth, while I have got you 
here, I think the last time we saw each other was in the Environ- 
ment and Public Works Committee, and we do not often have wit- 
nesses who show up in both the Budget Committee and the Envi- 
ronment and Public Works Committee, and so I have looked at 
some of the areas where you have testified, and you have testified 
on climate change in the Environment and Public Works Com- 
mittee. 

You have testified on the impact of Obamacare on America’s 
health insurance in the House Energy and Commerce Sub- 
committee. 

You have testified on sequestration in the House Education and 
Workforce Subcommittee. 

You have testified on energy in the House Energy and Commerce 
Subcommittee. 

You have testified on Bureau of Labor Statistics employment 
data on the House Oversight and Government Reform Committee. 

You have testified on the individual mandate in the Affordable 
Care Act in the House Ways and Means Subcommittee. 

You have testified on national ocean policy in the House Natural 
Resources Subcommittee. 

You have testified on a balanced budget amendment in the Sen- 
ate Judiciary Subcommittee, which actually makes three of my 
committees that you have testified on. 

You have testified on something called Obama’s hidden marriage 
penalty in the House Oversight and Government Reform Sub- 
committee. 

You have testified on the future of union transparency on the 
House Education and Workforce Subcommittee. 

You have testified in the Joint Economic Committee on the gen- 
der pay gap for women. 

You have testified in the House Natural Resources Subcommittee 
on American Samoa fisheries subsidies. 

You have testified in my Senate Judiciary Subcommittee on med- 
ical bankruptcy reform. 

You have testified on the nomination of John Roberts to be an 
Associate Justice of the Supreme Court. 

You have testified in the confirmation hearings in Senate Bank- 
ing, Housing, and Urban Affairs. 

You have testified on estate and capital gains tax levies on farm- 
ers. 

And, you have testified on being compensated for overtime by 
taking time off rather than receiving additional pay. 

Ms. Furchtgott-Roth. Oh dear. You are showing everybody 
how old I am. 

Senator Whitehouse. And, fair to say that in every single one 
of those testimonies, you were the Republican witness? 

Ms. Furchtgott-Roth. Absolutely. I worked also for three Re- 
publican White Houses and I have written five books, the latest 
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being Regulating to Disaster: How Green Jobs Policies are Dam- 
aging America’s Economy. 

Senator Whitehouse. Is there any area where you will not tes- 
tify? 

Ms. Furchtgott-Roth. Yes. Yes. I do not testify on anything 
legal. I only testify on economics because I am an economist. I am 
the former Chief Economist of the U.S. Department of Labor, and 
labor issues overlap many of these things that you mentioned. For 
example, in my testimony on behalf of John Roberts, I was testi- 
fying on the theory of comparable worth, not on his qualifications 
to be a Justice. But, yes, I will testify on — 

Senator Whitehouse. We will see you in the Judiciary Com- 
mittee again and we can see whether we are not talking about 
legal issues. 

Ms. Furchtgott-Roth. Only if it is an economic issue. For ex- 
ample, I do not testify on things like banking or telecom because 
I do not have expertise in those areas and they do not really over- 
lap with labor economics. 

Senator Whitehouse. Very well. 

Thank you. Chairman. 

Chairman Murray. Thank you. I want to thank all three of our 
witnesses for participating today, all of our colleagues that are 
here. 

As a reminder to my colleagues, additional statements or ques- 
tions for the witnesses are due by 6:00 p.m. today, to be submitted 
to the Office of Chief Clerk in Room 624. 

With that, thank you again for all of you participating. 

With that, I call the hearing to a close. 

[Whereupon, at 11:38 a.m., the committee was adjourned.] 




INVESTING IN WHAT WORKS: EXPLORING 
SOCIAL IMPACT BONDS 


THURSDAY, MAY 1, 2014 

United States Senate, 

Committee on the Budget and the Government 

Pereormance Task Force, 

Washington, D.C. 

The committee met, pursuant to notice, at 10:01 a.m., in Room 
SD-608, Dirksen Senate Office Building, Hon. Mark Warner, chair- 
man of the Task Force, presiding. 

Present: Senators Warner, Whitehouse, and Ayotte. 

Also Present: Senator King. 

OPENING STATEMENT OF CHAIRMAN WARNER 

Chairman Warner. Good morning, everyone, and welcome to to- 
day’s hearing of the Budget Committee’s Government Performance 
Task Force on a very interesting subject, “Investing in What 
Works: Exploring Social Impact Bonds.” 

I mentioned to the panel this morning, we are going to go ahead 
and get started. I know Senator Ayotte is going to join us in a few 
minutes. Senator Whitehouse is on the committee, as well — actu- 
ally, whose idea for the hearing it was — is in a Judiciary Com- 
mittee markup and will be here. So, I particularly mention to our 
guest from the U.K., please do not be offended if people float in and 
out. We often have very short attention spans, but when we are 
here, we are going to be very focused on what you say. 

I want to, before we get to our subject, just do a quick review 
for staff and others who have followed this Task Force. At our last 
Task Force hearing, we discussed the need to expand financial 
transparency, and I am happy to report that since that last hear- 
ing, we have actually made some real progress. This month, both 
the Senate and the House passed our bipartisan Digital Account- 
ability and Transparency Act, or DATA Act, and I would like to 
thank all the members of the Task Force for their support of the 
DATA Act, and I do not think he is going to be with us this morn- 
ing, but particularly Senator Portman, another member of the com- 
mittee who was my lead cosponsor on this bill. We are soon going 
to get, actually, a Presidential signing ceremony. 

Recognizing that these are sometimes a bit obscure topics that 
we deal with here, but we all talk about how we can try to bring 
better accountability to the government, the DATA Act will actu- 
ally improve transparency and accountability by requiring that 
agencies post all Federal spending data on a single easily accessible 
website. This bill will also require agencies to develop financial 
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data standards so that spending data is reported to the public in 
a consistent and accurate way. 

I am not sure, Mr. Fisher, whether in the U.K. it is the same, 
but we have, for example, in the Department of Defense, 200 dif- 
ferent financial accounting systems. It is ludicrous, trying to push 
the bureaucracy to get a common standard, common data. 

Darrell Issa from the House, who was a lead sponsor, said if — 
and, again, apologies to our guest from the U.K. — but if you were 
in baseball and every baseball team had a different way of meas- 
uring what a hit was or what an error was or what a person’s aver- 
ages were, you would be very hard pressed to determine who were 
the good players and who were not. 

This DATA bill, which has been called the most significant piece 
of government transparency work since the Freedom of Information 
Act, I think is going to really give us a tool. 

What we also do in this bill is reduce reporting burdens for the 
recipients of Federal funds, because we have clearly learned — and 
Senator Ayotte and I are working together on legislation in this 
area — we ask agencies to report time and again in different forms. 
If we can cut back on that, we can save resources. Actually, Sen- 
ator Ayotte and I have legislation to try to eliminate some of the 
duplicative reporting requirements. 

Probably not all members of the public would realize that we do 
an annual Dog and Cat Fur Violations Report, which I know the 
public is hanging on each day waiting for that Cat and Dog Fur 
Report that comes out. If there was ever a case of a meaningless 
report — 

Senator Ayotte. Yes, it is riveting. They are waiting. 

[Laughter.] 

Chairman Warner. And it is costing and costing. So, we are ac- 
tually trying to eliminate some of that. This is what, really, this 
Task Force was set up for back in 2009, to say, how can we drive 
down, in tight fiscal times, better performance. 

And we have passed the Government Performance and Results 
Modernization Act, again, an obscure piece of legislation that most 
people do not know, but it actually requires agencies for the first 
time to identify not only their best performing programs, but their 
least performing programs, which is always hard to get anyone in 
government to acknowledge that certain things may not be work- 
ing. 

We have also looked at Federal customer service reporting, and 
again, as I mentioned, with Senator Ayotte, we are looking at get- 
ting rid of some of the duplicative reports. A lot of time and money 
is spent on reports that are not very useful. 

Today, we are going to go into a different area that is really very, 
very brand new. It was suggested, as I mentioned, by Senator 
Whitehouse. We are here to learn more about social impact bonds, 
a new approach to financing government services designed to en- 
sure government only pays for what works. 

Frankly, the Federal Government does a poor job of under- 
standing what works. Federal agencies often talk a good game 
about measuring results and delivering value for the taxpayers, but 
the truth is that evaluating what works and what does not really 
work is really something the Federal Government does not do very 
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well. Maybe we can learn from others about this. It is done better 
elsewhere. But part of that was because there is lack of common 
data standards. Part of that is because there is really not a lot of 
transparency. But this idea of social impact bonds is something 
that may be a new tool. This is especially true when linking re- 
sources to outcomes, something that a lot of us talk about, but, 
again, we do not have very good standards. 

The Federal Government has a practice of what is called base 
budgeting, where discussion and analysis of resource allocation is 
framed by the prior year’s funding level rather than the outcomes 
that those resources achieved. We simply start with that baseline 
and build from there rather than looking back and saying, did we 
actually get value for our dollar in terms of what was spent in the 
preceding year? 

Now, we all know that we are going to continue to be faced with 
tight budget times. In these times, we need to make sure that we 
are allocating limited resources to the programs that actually de- 
liver results. That is why the recent development of social impact 
bonds is of importance. 

Social impact bonds are not really bonds, but they are probably 
better described as a new type of performance-based contracts. 
Governments use social impact bonds to finance social service 
projects with private and philanthropic capital and only repay this 
investment after an independent evaluation confirms the project 
has achieved the goals. The key here is that government does not 
pay if the project fails to deliver. 

initially pioneered in the U.K., social impact bonds — and I think 
this was in 2010, Mr. Fisher, when it started — social impact bonds 
have expanded to several States in the United States, including 
Utah and New York, targeting such issues as juvenile recidivism 
and early childhood education. 

The appeal of this approach is growing, in large measure because 
it achieves several important policy goals. It ensures accountability, 
again, making sure that we actually pay for what works. It sup- 
ports evidence-based investments. The tool promotes use of high- 
quality program evaluation to inform investment decisions and add 
to the information based upon what works. It incentivizes public- 
private partnerships. Social impact bonds create a mechanism to 
leverage private and philanthropic capital to fund programs that 
lack sufficient funding. And, finally, it results in savings. This has 
the potential to yield long-term savings from reductions in social 
problems that rely heavily on government services. 

Now, this is a new idea and I think we are going to have prob- 
ably a spirited discussion on the panel, where some are advocates, 
some question this tool, and I think coming from, at least me, com- 
ing at this relatively new, I am excited by the concept, but I am 
also concerned about if we were to embark on this on a broader 
basis, what we should be careful about. So, I am again looking for- 
ward to the discussions that will happen. 

So, let me very quickly introduce the panel and then call on my 
friend. Senator Ayotte, for her opening comments, and we will get 
right to the testimony. 

First, we welcome Mr. Jeffrey Liebman, the Malcolm Wiener Pro- 
fessor of Public Policy at the Harvard Law — Harvard Kennedy 
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School. Obviously, it would not be at the Harvard Law School. 
They are not very good at performing results, having been a grad- 
uate there. 

[Laughter.] 

Chairman Warner. The Director of the Kennedy School’s Social 
Impact Bond Technical Assistance Lab. That is a fancy title. The 
SIB Lab provides technical assistance to State and local govern- 
ments exploring the use of SIBs. Mr. Liebman previously served at 
the Office of Management and Budget, first as Executive Associate 
Director and Chief Economist and subsequently as Acting Deputy 
Director. 

And now, we have got the first of two Mark Eishers. This may 
be the first time we have had a panel where we had two witnesses 
with the exact same name. Mark Eisher Number one is Social Jus- 
tice Director with the United Kingdom Department for Work and 
Pensions. In his role, Mr. Eisher heads the Department’s Innova- 
tion Eund, which has entered into ten social impact bonds to date 
that examine different types of social investment and delivery mod- 
els supporting disadvantaged youth and those at risk of disadvan- 
tage. We particularly thank Mr. Eisher from coming all the way 
from the tJ.K 

Next, Mark Eisher number two, who is a member of the House 
of Delegates from Maryland, where he serves on the Ways and 
Means Committee and also from Calvert County, a neighbor of ours 
in Virginia. Again, welcome, Mark. Also, he has got a great back- 
ground in telecom. 

And our final witness is Kyle McKay, an analyst with the Texas 
Legislative Budget Board who previously, again, worked for Mary- 
land’s Department of Legislative Services. 

We are very excited to have you all here, gentlemen, and look 
forward to a spirited discussion in your statements and then in our 
questions. 

With that, I would like to call on my partner and colleague. Sen- 
ator Ayotte, for her opening statement. 

OPENING STATEMENT OF SENATOR AYOTTE 

Senator Ayotte. I want to thank Chairman Warner for holding 
this important hearing. I want to thank all the witnesses for being 
here. 

And I certainly want to echo some of the comments of Senator 
Warner at the top. I was very glad to be a cosponsor of the DATA 
Act. I am glad that has passed. I think that is a very important 
transparency measure that will help us as we try to root out waste, 
duplication, fraud in the government. 

And I am also very proud to cosponsor our Report Duplication 
Act because it is astounding, the amount of reports that often are 
requested by Congress, but sit on shelves and no one is reading, 
and people put a lot of work into them. So, our goal is to — the data 
we need, we want and we are going to get, but we want to elimi- 
nate the reports that people are wasting their time on that no one 
is reading. So, I really appreciated cosponsoring that with you and 
your leadership on that. 

And, finally, there are a couple other pieces around here that I 
think are important, as well. I am the cosponsor of a bill with Sen- 
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ator Manchin that — you know, GAO does a lot of fantastic work 
identifying duplicative programs, performance issues within our 
government, and often — too often — these reports sit on the shelf. 
And so our act is pretty straightforward. It would actually require 
the executive branch within 90 days of the receipt of the annual 
report card to submit to the Congress what recommendations the 
executive branch has for eliminating duplicative programs, consoli- 
dating for performance measures, and then actually require us, the 
House and the Senate, to vote on it within a very short time frame 
so that we can start acting upon some of these things. 

So, I think that we share the goal in this committee of making 
sure that we can find ways for the government to work better for 
taxpayers, and so I appreciate all of you being here today and ap- 
preciate the Chairman’s focus on this issue. 

And for me, this committee hearing today really is a learning op- 
portunity. I do not know a lot about social impact bonds, so my 
focus is going to be, as the Ranking Member of this Task Force, 
pretty simple. I want to know if and why social impact bonds are 
feasible and advisable for the Federal Government, what evidence 
we have that they work in practice and not just in theory, and how 
or if they could help the government weed out waste, fraud, and 
abuse, and have actual accountability for the dollars that we would 
spend to address problems. 

In addition, I certainly would like to know whether these bonds 
would further enhance transparency and accountability for tax- 
payers. Government can always use more innovation, and so when- 
ever we can get the private sector engaged to helping us address 
important problems, I think that is a very positive step for us and 
we need to be open to new, inventive approaches. But, I think we 
owe it to the taxpayers to understand how effective these ap- 
proaches are to make evidence-based decisions and to understand 
if we bring a third party into a complex contract arrangement, how 
will this work to save money for the government. 

So, I look forward to hearing from all of you today. I think this 
is an important hearing to really bring this issue to the forefront 
in the Congress and I look forward to hearing each of your perspec- 
tives on this issue, so thank you. 

Chairman Warner. Thank you. Senator. 

This hearing was born because of Senator Whitehouse’s interest, 
and we do want to get to the panel, but, Sheldon, do you want to 
make a comment? 

OPENING STATEMENT OF SENATOR WHITEHOUSE 

Senator Whitehouse. Sure. I would like to join my colleagues in 
welcoming all of you to this discussion. I want to thank Chairman 
Warner for his leadership. 

I think Senator Ayotte asked the right questions. I would add 
one, not just if and why social impact bonds make sense, but also 
when. And I think that there is at least the prospect of a real op- 
portunity here when new theories of ways to save money can meet 
the standard of a private investor but cannot meet the standard of 
our dear friends at CBO or 0MB, and it provides a mechanism for 
taking a trial and giving it a shot with private capital both willing 
to make the bet and setting down the measures of accountability 
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to test whether the results have really been achieved. I think it has 
the capacity to be a very significant breakthrough technology, if 
you will. 

I think once you get past that first stage and the case has proven 
itself, the likelihood that private investors need to make money off 
of regular government operations begins to diminish. But, I really 
do think that that leading edge of innovation is where the action 
is and this could be a very useful tool in that regard. 

So, again, my thanks to all the witnesses for being here. My 
thanks to Chairman Warner for his leadership. I would point out, 
the way I always do in this room, that we are spending 50 percent 
more on health care than all the other industrialized countries in 
the world and we are not getting better results and we are not in- 
suring more people, so there is clearly room for some very, very big 
innovation gains in that sector and I hope we can talk a little bit 
about that. Thank you. 

Chairman Warner. Gentlemen, we are very interested in this 
idea and look forward to your testimony. Dr. Liebman, why do you 
not start us off. 

STATEMENT OF JEFFREY B. LIEBMAN, MALCOLM WIENER 

PROFESSOR OF PUBLIC POLICY, AND DIRECTOR, SOCIAL IM- 
PACT BOND TECHNICAL ASSISTANCE LAB, JOHN F. KEN- 
NEDY SCHOOL OF GOVERNMENT, HARVARD UNIVERSITY 

Mr. Liebman. Thank you. Chairman Warner, Ranking Member 
Ayotte, Senator Whitehouse, thank you for inviting me to testify 
this morning about Pay for Success contracts and social impact 
bonds. 

Despite spending hundreds of billions of dollars each year, our 
country is not making rapid enough progress in addressing social 
problems, from recidivism to school readiness, and obesity to work- 
force development. And for the vast majority of the spending, we 
have little to no evidence about which programs actually improve 
social outcomes. Instead, governments continue to fund the same 
services year after year, paying based on the number of people 
served regardless of whether the programs make a difference in the 
lives of the people they aim to help. We can and must do better 
to produce more value with each taxpayer dollar. 

Starting with the GPRA Modernization Act of 2010, the Govern- 
ment Performance Task Force has been at the front lines of the ef- 
fort to strengthen performance management and improve how our 
government works. I believe that Pay for Success contracts could 
be a critical next step in this Task Force’s efforts. 

Under the most common PFS model, the government contracts to 
obtain social services from a local service provider. The government 
pays entirely or almost entirely based upon the provider achieving 
performance targets, such as a ten percent increase in employment 
or a 50 percent reduction in emergency room visits. Performance is 
rigorously measured by comparing the outcomes of individuals re- 
ferred to the service provider relative to the outcomes of a compari- 
son group that is not offered the services. If the program fails to 
achieve minimum performance targets, the government and tax- 
payers do not pay. Above the minimum, payments occur on a slid- 
ing scale, with greater payment for better performance. 
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Under this model, there is often a several-year lag between when 
services are delivered and when performance can be measured and 
performance related payments made. Private investors bridge this 
gap, providing capital to fund the up-front operating expenses of 
the service provider. The private investors get repaid only if the 
provider achieves the required level of performance. This financing 
arrangement is known as a social impact bond. 

Over the past two years, we have observed the Pay for Success 
model improve government performance in three ways. First, it im- 
proves decision making by bringing market discipline to govern- 
ment decisions about which programs to expand, as investors will 
only put their dollars behind programs with a strong evidence base. 

Second, it shifts government resources to pay for preventative 
services rather than pay for the remedial costs associated with bad 
outcomes. 

And, third, it fosters multi-year collaborations to tackle chal- 
lenging social problems, something that is very difficult to accom- 
plish with conventional annual government budgeting and stand- 
ard government management techniques. 

Dozens of State and local governments around the country are 
exploring this model. My Harvard Kennedy School SIB Lab is pro- 
viding pro bono technical assistance to ten State and local govern- 
ments that are developing PFS projects. These include the States 
of Colorado, Connecticut, Illinois, Massachusetts, Michigan, New 
York, Ohio, and South Carolina, as well as the Cities of Chicago 
and Denver. These governments are developing PFS contracts to 
address a wide range of policy issues, from early childhood edu- 
cation to homelessness, and from prison recidivism to diabetes pre- 
vention. And there are four U.S. Pay for Success contracts that are 
already delivering services, including projects in Utah, New York 
City, Massachusetts, and New York State. 

If the Pay for Success model is going to achieve its full potential, 
the Federal Government will need to play a larger role than it has 
played to date. First, in collaborating with States in projects that 
produce Federal budgetary savings. Many of the most promising 
PFS projects being developed by State governments will produce 
Federal budgetary savings along with the State savings. This is 
particularly true of interventions that reduce future Medicaid costs. 
For most of these projects, the total Federal and State benefits ex- 
ceed the project costs, but the State savings alone do not. These 
projects are viable only if the Federal Government partners with 
the State government and enables performance payments to be 
based on the combined government benefits. 

Second, the Federal Government has an important role to play 
in areas where nearly all the benefits accrue to the Federal Gov- 
ernment, because there is little impetus for State and local govern- 
ments to get involved in these sorts of projects. Take, for example, 
an initiative that would enable individuals with health impair- 
ments to remain in the workforce, thereby reducing Federal spend- 
ing on SSI and Disability Insurance. Unless the Federal Govern- 
ment initiatives Pay for Success projects in policy areas like this, 
they are just not going to happen. 

I want to emphasize that the President’s proposal for a Pay for 
Success Incentive Fund at the Treasury Department is quite prom- 
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ising, as is the draft legislation that was released this week by Re- 
publican Indiana Congressman Todd Young, because both envision 
a range of Federal strategies matched to the particular needs of 
different types of PFS projects. 

Pay for Success is based on the simple premise that governments 
should pay for demonstrated results rather than for unverifiable 
promises. I look forward to working with members of this Task 
Force to further explore how the Federal Government can best en- 
courage the use of this promising approach. 

Thank you. 

[The prepared statement of Mr. Liebman follows:] 
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Testimony of Jeffrey B. Liebman 

Professor of Public Policy and Director of the Harvard Kennedy School Social Impact 
Bond Technical Assistance Lab 

Before the Government Performance Task Force of the Senate Budget Committee 

May 1, 2014 

Chairman Warner, Ranking Member Ayotte, and Members of the Government Performance 
Task Force, thank you for inviting me to testify this morning about Pay for Success contracts. 

Despite spending hundreds of billions of dollars each year, our country is not making rapid 
enough progress in addressing social problems -- from recidivism to school readiness, and 
obesity to workforce development. And, for the vast majority of this spending, we have little to 
no evidence about which programs actually improve social outcomes. Instead, governments 
continue to fund the same services year after year, paying based on metrics like the number of 
people served, regardless of whether the programs make a difference in the lives of people they 
aim to help. We can and must do better to produce more value with each taxpayer dollar. 

Starting with the GPRA Modernization Act of 2010, the Government Performance Task Force 
has been at the front lines of the effort to strengthen performance management and improve how 
our government works. I believe that Pay for Success, or PFS, contracts could be a critical next 
step in this Task Force’s efforts. 

Under the most common PFS model, the government contracts to obtain social services from a 
local service provider (or team of providers). The government pays entirely or almost entirely 
based upon the provider achieving performance targets, such as a 10 percent increase in 
employment or a 50 percent reduction in emergency room visits. Performance is rigorously 
measured by comparing the outcomes of individuals referred to the service provider relative to 
the outcomes of a comparison (or “control”) group that is not offered the services. 

If the program fails to achieve a minimum performance target, the government (and taxpayers) 
do not pay. Payments increase for performance exceeding this target, up to a maximum payment 
level. Importantly, the level of payment is often tied directly to the taxpayer savings that occur as 
a result of the intervention, in some cases producing net savings in excess of the total cost of the 
original intervention. 

As an example, consider a program that works with young men exiting the Juvenile justice 
system. We know that, without transitional support, over 60 percent of these youth will end up 
back in jail within five years of release. In addition to the social cost of new crimes, these high 
recidivism rates impose a large budgetary cost on governments — each inmate costs taxpayers 
thousands of dollars per year. 

Under a PFS model, the government contracts with a social service provider to help support 
these young men as they transition out of the juvenile justice system. The government then tracks 
recidivism rates for young men referred to the program as well as for a comparable group of 
young men who were not referred. At a pre-determined time, the government compares the 
outcomes for these two groups, and pays an amount based on the actual reduction in prison time 
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generated as a result of the program. In other words, by investing in preventative services up- 
front, governments can actually save money down the road, improving lives and reducing crime 
in the process. 

Under this model, there is often a several year lag between when services are delivered and when 
results can be measured and government payments occur. Private investors bridge this gap, 
providing capital to fund the upfront operating expenses of the service provider. The private 
investors get repaid only if the provider achieves the required level of performance. This 
financing arrangement is often called a “social impact bond.” In most pay for success projects to 
date, a nonprofit private sector intermediary has helped assemble the project, raising funds from 
investors and coordinating other key activities such as the contract and evaluation design. 

Over the past two years, we have observed the PFS model improve government performance in 
four ways; 

• Improving decision making. The PFS model brings important market discipline to 
government decisions about which programs to expand as investors will only put money 
behind programs with a strong evidence base. In addition, the rigorous measurement of 
project impacts in PFS projects will enable smart decisions to be made about whether or 
not to eontinue services beyond the period of the initial project. 

• Shifting from remediation to prevention. The injeetion of private sector financing allows 
the government to shift resources so as to pay for preventative services rather than pay 
for the remedial costs associated with bad outcomes. 

• Fostering multi-year collaboration. Tackling challenging social problems often requires a 
sustained multi-year collaboration among public, private, and non-profit actors. It is very 
difficult to sustain the necessary energy and partnerships with traditional annual 
government procurements, especially given the high frequency of turnover of 
government appointees. Pay for success contracts establish a framework for sustaining 
multi-year collaboration. 

Dozens of state and local governments around the country are exploring this model. In 2012, 
with generous support from the Rockefeller Foundation, the Laura and John Arnold Foundation, 
and the Dunham Fund, I launched the Social Impact Bond Technical Assistance Lab (SIB Lab) 
at the Harvard Kennedy School, In the past two years, the SIB Lab has provided pro bono 
technical assistance to ten state and local governments that are developing PFS projects. These 
include the states of Colorado, Connecticut, Illinois, Massachusetts, Michigan, New York, Ohio, 
and South Carolina, as well as the cities of Chicago and Denver. These governments are 
developing PFS contracts to address a wide range of policy issues — ^from early childhood 
education to homelessness and prison recidivism to diabetes prevention. 

There are four U.S. pay for success projects that are already delivering services. New York City 
launched the first PFS initiative in the United States in 2012, designed to help young adults 
incarcerated at Riker’s Island transition back to society upon release. In 2013, our initial state 
partners, Massachusetts and New York, launched the first state-led PFS projects in the United 
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States — ^the largest PFS projects anywhere in the world to date and the first to base payments on 
rigorous, randomized evaluations. Both of these projects are focused on delivering services to 
young men who have been involved in the criminal justice system and have the aim of increasing 
their employment and preventing their return to jail or prison. Finally, a PFS initiative to expand 
access to pre-school for underserved children is being piloted in Utah. 

If the PFS model is going to achieve its fall potential, the Federal government will need to play a 
larger role than it has played to date. There are three primary ways in which the federal 
government could play a critical role; 

• Collaborating with states in projects that produce federal budgetary savings. Many of 
the most promising PFS projects being developed by state governments will produce 
federal budgetary savings along with state savings. This is particularly true of 
interventions that reduce future Medicaid costs. For most of these projects, the total 
federal and state savings exceed project costs, but the state savings alone do not. These 
projects are viable only if the federal government partners with the state government and 
enables performance payments to be based on the combined government benefits. 

• Establishing PFS initiatives in areas where nearly all of the benefits accrue to the federal 
government. There are promising policy areas for PFS initiatives where the federal 
government accrues most of the benefits and where states and cities will have little 
impetus on their own to set up a project. For example, consider an initiative that would 
enable individuals with health impairments to remain in the workforce, thereby reducing 
federal spending on Supplemental Security Income, Disability Insurance, Medicare, and 
Medicaid. Unless the Federal government initiates a pay for success project in this sort of 
policy area, it is highly unlikely that any projects will occur. 

• Using PFS to foster learning about what works. As members of this Task Force are 
acutely aware, we often have minimal evidence on program effectiveness. Pay for 
Success offers the most promising technique available to quickly gather a lot more 
evidence across a wide range of social spending areas so that letter budget decisions can 
be made both by the federal government and by state and local governments. In 
particular, well-designed PFS projects provide rigorous, real time, assessments of 
program impacts. Federal support can help make viable projects that offer the greatest 
learning opportunities. 

There are several specific mechanisms through which the Federal government can encourage the 
spread of the PFS approach. Different mechanism will be appropriate in different circumstances. 

First, in cases in which a state-led project will produce Federal budget savings, the Federal 
government can make grants to states to cover a portion of the success payments. This was the 
approach used by the U.S. Department of Labor in its 2012 solicitation for PFS pilot projects. 
DDL agreed to pay for the benefits that would accrue at the federal level, injecting an additional 
$22M total in potential success payments to the New York State and Massachusetts PFS 
projects. 
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Second, federal agencies can give state and local governments the flexibility to use federal 
funding streams to make success payments. 

Third, federal agencies can initiate pay for success projects in policy areas that are federal 
priorities, either through direct solicitations for service providers or through state and local 
government competitions. 

Fourth, in cases in which the potential for learning is great, the Federal government can help 
reduce the financial risk of projects through the use of “credit enhancements.” In practice, some 
of the most interesting and innovative PFS projects are too risky for commercial investors. Given 
that a successful intervention discovered in one jurisdiction has the potential to spread 
nationwide, there is a useful role for the federal government in absorbing a portion of the risk so 
that learning can occur. A credit enhancement or other guarantee from the federal government 
for a minimal level of repayment can make it possible for commercial investors to finance this 
sort of project. 

The President’s proposal for a Pay for Success Incentive Fund at the Treasury Department is 
quite promising because it envisions a range of strategies matched to the particular needs of 
different types of PFS projects. 

Pay for Success is based on the simple premise that governments should pay for demonstrated 
results rather than for unveriflable promises. By focusing attention on achieving outcomes and 
evaluating impacts, PFS has the potential to produce better results at a lower cost to taxpayers. I 
look forward to working with members of this Task Force to further explore how the Federal 
government can best encourage the use of this promising approach. 
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Chairman Warner. Thank you, Dr. Liebman. 

Mr. Fisher. 

STATEMENT OF MARK FISHER, CBE, SOCIAL JUSTICE DIREC- 
TOR, DEPARTMENT FOR WORK AND PENSIONS, UNITED 

KINGDOM 

Mr. Fisher. Thank you, Senator. I should say, it is a pleasure 
to be here. I am Mark Fisher. I am Director for Social Justice at 
the Department for Work and Pensions in the U.K. 

My particular role, which stems from Mr. Ian Duncan Smith’s 
tenure as Secretary of State, is the prevention of worklessness. 
How do you stop people drifting onto welfare in the first place? 
How do you prevent those with the most long-term conditions sim- 
ply staying in life on welfare? And to us, social investment, social 
impact bonds, have been a powerful part of the solution to that for 
a number of reasons. 

Firstly, they actually are a way of getting investment upstream, 
you know, into the things that stop long-term costs happening later 
in people’s lives. Secondly, they bring about innovation. And, third- 
ly, they bring about a powerful partnership between the states, in- 
vestors, and small voluntary and community sector charities, peo- 
ple who do the work on the ground, all of which are really impor- 
tant to us if you are going to prevent welfare dependency. So, right 
from the start, we were very keen to see if we could increase social 
investment and try out some of these social impact bonds. 

Now, the U.K. is trying a number of social impact bonds, the fa- 
mous one in Peterborough Prison, which was the first, which was 
about finding a way of preventing ex-prisoners reoffending. We 
have social impact bonds to increase levels of adoption, to increase 
numbers of adopted children. You end up saving taxpayers down 
the line. We are trying to help prevent kids going into care. Again, 
care is very expensive. If you can put an intervention in early that 
stops a child going to care, you are going to save the taxpayer 
money. 

And the particular one I want to talk about is the Innovation 
Fund. We launched in my team ten social impact bonds which are 
designed to intervene with disadvantaged kids, kids who are falling 
out of school, becoming detached from school, who are likely to 
have a low education attainment. Can you do something about 
those children to increase their educational attainment, to re- 
engage them in work or in an apprenticeship or training such that 
they simply do not drift into welfare when they get to 18 but actu- 
ally end up in employment? If you do that successfully, you will 
save the taxpayer money. 

So, we built ten social impact bonds to test that principle. We 
produced some more results yesterday. We have something like 
10,000 of these children being helped through our ten social impact 
bonds and we are going to evaluate this thoroughly to see if it 
works. 

They rely on a risk share between the taxpayer and the provider. 
The taxpayer is taking a bit of risk if we have not got the calcula- 
tions right. The provider is taking a bit of risk if they do not actu- 
ally deliver results. 
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A lot of it depends on this rate card that we produced, which was 
in my testimony, which sets out the precise sums of money that we 
pay for results. For example, if a child’s attendance improves in 
school, we think that will end up in a long-term saving to the tax- 
payers. We pay 1,400 pounds for that. Sustained employment and 
entry into employment, several more thousand pounds, we pay. 
And those are all based on calculations of what the long-term sav- 
ing to the taxpayer actually is. 

That requires a lot of data. You referred to data. Data is key. 
Data sharing is key. We have had to match data between the edu- 
cation system and the welfare system to actually do these calcula- 
tions in the first place. But, obviously, we are now going to evalu- 
ate it and see if it works. 

We are seeing a growth in the social investment market in the 
U.K. Only yesterday, the Deputy Prime Minister, Mr. Nick Clegg, 
announced an expansion of our scheme and a further scheme for 
young homeless people on the basis, again, that these are not only 
good for — good in themselves, but actually do end up saving tax- 
payers money down the line from this sort of preventive activity. 

And the final thing I would say is I think the fundamental les- 
sons from us about these schemes are they do bring about innova- 
tion. They do help social problems. But they can be inherently 
quite complicated. 

And I think the lessons from us, if we are going to see expansion, 

is, that one, you have to find a social problem. You have to find 
a social problem which captivates commissioners as well as inves- 
tors. In our experience, there is no shortage of investors wanting 
to invest in these schemes. The shortage is the number of commis- 
sioners who are willing to actually organize themselves to run con- 
tracts with the investors and put their own money at risk in terms 
of results payments. 

Second, you have to make them simple. There are a number of 
complicated ways of doing social investment. I you want to get trac- 
tion with these schemes, you have to keep them simple. Our rate 
card is not perfect. We are going to have to evaluate it and change 
it over time, but at least it is relatively simple and the market can 
understand it. 

I think if you do expand these things, you will see that emphasis 
on prevention, which is really helpful. I think it is one of those 
things that it is a really good thing just to start and get going and 
see how it works and evaluate it over time, and I think this thing 
will get traction simply the more you try it and the more you do 

it, and certainly the practice in U.K. does seem to be working. 

Thank you. 

[The prepared statement of Mr. Fisher follows:] 
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Background 

The UK Government is committed to Social Justice - which we equate to the 
prevention of welfare dependency, and to the equipping of people with the 
support and tools needed to turn their lives around. The Government’s Social 
Justice Strategy can be found at https://www.gov,uk/government/publications/social- 
justice-transforming-iives. Social Investment, and the greater use of Social Impact 
Bonds (SIBs), is an integral part of that strategy. SIBs can unlock new 
funding streams for tackling social disadvantage; create opportunities for local 
level delivery through voluntary and community organisations; and improve 
deliveiy performance by only paying for results and bringing greater business 
disciplines through the involvement of private sector investors. 

The UK social investment market has seen rapid growth but remains relatively 
small (around £200m in 2010^). Its potential, however, is great. UK charitable 
investment and endowment assets alone account for nearly £95 billion. If just 
5 per cent of these assets, 0.5 per cent of institutionally managed assets and 
5 per cent of retail investments in UK Individual Savings Accounts (ISAs) were 
attracted to social investment, it would mean unlocking around £10 billion of 
new finance capacity. 

The UK Government is committed to grow this nascent market and has made 
significant progress through; 

- the establishment of Big Society Capital, the world’s first social 
investment institution, with up to £600m to invest in this market and a 
mission to provide wider support for the market. 

- the introduction of the MoJ Peterborough Pilot, the world’s first Social 
Impact Bond; 

- the establishment of the Cabinet Office led Centre for SIBs, including 
the introduction of two Outcome Funds, to support potential SIBs from 
concept through to implementation; 

- the implementation of the £30 million DWP Innovation Fund (IF); 

- and the introduction of social investment tax relief for individuals 
investing in SIBs. 


Cohen R et al, 20 JO, Social Investment Ten Years CH Final report of the Social Investment Task Force. 
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SIBs in the UK 

There are currently 15 SIBs in the UK, with over 50 in the development 
pipeline. These cover policy areas including troubled families and children in 
care, unemployment, housing and homelessness, criminal justice, health, 
drug addiction, and education. 

Ten of the current 15 SIBs were implemented due to the introduction of the 
DWP’s £30 million ‘Innovation Fund;’ a pilot initiative aimed at supporting and 
testing social investment projects for disadvantaged teenagers. The 
Innovation Fund has three main objectives; 

- to deliver support to help young people aged 14 years and over who are 
disadvantaged, helping them participate and succeed in education or 
training and thereby improve their employability, reducing their longer term 
dependency on the welfare state; 

- to test the extent to which the IF generates benefit and other wider social 
and fiscal savings; 

- and to support the development of the social investment market and build 
the capacity of smaller delivery organisations. 

The IF payment model 

A key element of the IF is the 100% payment by results model, with DWP as 
the commissioner, only paying for outcomes with a proven link to improving 
the chances of a young person entering and sustaining future employment. 
The maximum amount paid for each outcome represents a value to the 
taxpayer, based on a proportion of three year benefit savings. This value 
takes into account an assessment of “deadweight” levels (comparing the 
usual educational achievement rates for a disadvantaged group and the 
performance of a significantly less disadvantaged group). The outcome ‘rate 
card’ is as follows^: 


Table 1: DWP Rate Card 


Outcome 

Maximum Payment (British 

Pounds) 

Improved attitude towards schools 

£700 

Improved behaviour 

£1300 

Improved attendance 

£1400 

Entry level qualification 

£900 

NVQ'^ level 1 or equivalent 

£1100 

NVQ level 2 or equivalent 

£3300 

NVQ level 3 or equivalent 

£5100 

Entry into Employment 

£3500 

Sustained Employment 

£2000 


’ Round two Rate Card 

’ NVQs (National Vocational Qualifications) are work based awards that are achieved through 
assessment and training in England, Wales and Northern Ireland. They range from level 1 upwards in 
terms of difficultly. At particular levels they equivalent to academic qualifications. 
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A key distinction from other SIBs is that the IF uses proxy outcomes and an 
individual level (as opposed to a cohort) payment approach. The outcomes, 
such as addressing truancy rates and obtaining educational qualifications, are 
based on the premise that they are likely to lead to future employment. 
However, given that employment is some way off for these young people, 
investors would not have been willing to wait four or more years for these 
savings to occur and get a potential return on their investment; intermediate 
outcomes and individual outcome payments made the proposition more 
attractive to bidders and enabled a cash flow to be generated almost 
immediately. It also made the SIBs quicker and easier to implement by 
keeping the payment model as simple as possible. 

The Market 

In order to stimulate and expand the social investment market, the IF was 
commissioned via an open competition. Despite the innovative nature of SIBs 
and the relative immaturity of the market, the market responded well to this 
and ten SIBs were implemented as a result, with six going live in April 2012 
and a further four in November of the same year. 

The IF has demonstrated that the potential investor market is large and 
diverse. It attracted a range of investors including dedicated Social Funds, 
small, medium and large businesses, high net worth individuals, as well as 
local people in the community. The motivations behind investing range from 
philanthropy to viewing the IF as a potential source of profit - but regardless 
of where they fall on this spectrum, they share the common goal of improving 
the lives of disadvantaged young people in the UK. 

Nature of provision and progress to date 

Independent evaluation^ confirms that the projects are recruiting and 
supporting a broad range of disadvantaged young people with multiple risk 
factors ranging from truancy and disengagement from school, to learning 
difficulties and poor literacy and numeracy. The barriers to re-engagement 
and progression displayed by young people are equally widely spread and 
range from Issues of poor self-esteem and lack of self-confidence through to 
motivational, emotional and behavioural difficulties. 

At the heart of the IF model is the education system, with schools as the main 
referral route and gateway to provision. Schools have fully engaged and have 
bought into the IF, with demand outweighing supply. Research evidence 
shows that young people on the programme are engaged, motivated and 
value the support they receive. 

The IF is delivered primarily through the voluntary and community sector and 
progress has been very encouraging so far. Up to the end of October 2013, 


The Innovation Fund pilots qualitative evaluation: Early implementation findings by Insite Research 
and Consulting, published on the 30th April 2014 
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the IF SIBs have supported 10,700 young people who have achieved 8,000 
outcomes relating to education and employment. This is up from 6,100 starts 
and 1,800 outcomes up to the end of March 2013. Over the three year 
contract period we expect up to 17,000 young people to be supported in 
turning their lives around. 

Investors, intermediaries and delivery bodies have also been found to be 
working well together to make the IF a success. They believe that this 
initiative is making a real difference to the lives of young people. The social 
investment and funding model has been a key driver of behaviours and has 
focused attention on generating starts and tracking individual participants 
towards the achievement of outcomes. The interests of all parties in ensuring 
the projects are successful and the need to generate cash-flow for continued 
delivery to be sustained, has led to careful and pro-active performance 
management which has driven up performance. 

Building on the UK Experience 

Overall the UK experience to date has been positive and there are a number 
of lessons learned which will help the UK and other countries take SIBs 
forward, in particular; 

- identifying social problems which social investment is well placed to 
address - those where localised solutions and the voluntary and 
community sector are needed; and where social and fiscal savings can 
be identified and measured 

- keeping it simple by avoiding overly complicated payment models 

- cutting across Government Departmental boundaries to ensure a 
cross-government commissioning and funding approach which scales 
up SIB models 

- stimulating and growing the market place by commissioning SIBs via a 
competitive tender approach 

- engaging the market early to ensure they have enough time to develop 
and submit proposals 

- fully evaluating SIB models in order to build on ‘what works’ and build a 
credible evidence base going forward 

The Innovation Fund is subject to comprehensive and independent 
evaluation, including an impact assessment. Social Return on Investment 
strand and qualitative research with stakeholders. The findings will be 
published through a series of DWP research reports. Further summary 
information about social investment and the Innovation Fund can be found in 
the accompanying annex to this paper. 
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Chairman Warner. Thank you, Mr. Fisher. I was just saying to 
Senator Ayotte that we share a common language, but usage of 
words would be the difference. I am not sure if we had some suc- 
cessful project here we would ever call it a scheme, but — 

[Laughter.] 

Chairman Warner. That may be the right lead-in for Delegate 
Fisher, who may be more critical of some of these, but Delegate 
Fisher, thank you for being here. 

STATEMENT OF HON. MARK FISHER, DELEGATE, MARYLAND 
HOUSE OF DELEGATES 

Delegate Fisher. I actually like that word, Mr. Chairman. 

[Laughter.] 

Delegate Fisher. Yes, I am Mark Fisher number two. I feel like 
I am on Austin Powers, you know. I am number two. I am a mem- 
ber of the Maryland House of Delegates and I serve on the House 
Ways and Means Committee. I reside in Prince Frederick, Mary- 
land, and I am pleased to provide testimony today concerning social 
impact bonds. 

In the 2013 regular session of the Maryland General Assembly, 
Delegate Sandy Rosenberg of Baltimore City introduced House Bill 
517. Delegate Rosenberg is a professor at the University of Balti- 
more School of Law and served on the House Ways and Means 
Committee. His bill, heard in that committee, introduced the idea 
of social impact bonds. As stated in the bill’s synopsis, H.B. 517 
would enable the State of Maryland to issue an RFP for social im- 
pact bonds. The goal of the legislation was to improve pre-K to 12 
public education in Maryland. 

Many non-Marylanders might ask a simple question: Why would 
a Delegate introduce legislation for STBs when his State has a top- 
rated public education system? The answer to this question is not 
so transparent. You see, amongst all of the celebrating of Mary- 
land’s public education achievements, what may be true of a State 
is not the case in Baltimore City. 

Baltimore City has some of the worst outcomes in public edu- 
cation in the United States, yet the city has the second-highest per 
pupil spending in the U.S., second only to New York, according to 
the Bureau of the Census. Baltimore spends almost $15,500 per 
pupil, or about double the cost of a private or parochial education 
in the city. It is understandable as to why the SIB alternative, 
given these facts, to the status quo was offered. 

In their analysis of H.B. 517, the Maryland Department of Legis- 
lative Services analyzed numerous factors. They researched a pro- 
gram for prisoner recidivism in Great Britain and they worked 
with the Maryland Department of Public Safety and Correctional 
Services. 

In January of 2013, the Department of Legislative Services ad- 
vised against STBs for the following reasons. STBs cause an in- 
crease in budgetary pressure compared to direct program financing 
due to the necessity of funding contingent liabilities and the added 
expense features unique to STBs. STBs do not produce cost savings 
when outcomes are achieved, even under highly optimistic assump- 
tions. STBs could effectively exclude new providers and program 
types that do not have a well established record of success with in- 
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vestors seeking to minimize risk. And, SIBs potentially distort evi- 
dence used in policy decisions. 

As a member of the Maryland House Ways and Means Com- 
mittee for four years, I have had an opportunity to listen to many 
proposals seeking to improve outcomes in public education. While 
I understand that SIBs could leverage public dollars, my concern 
is that alternative models already exist. 

In the case of public education, why not take a pragmatic ap- 
proach. In those jurisdictions where outcomes are acceptable, pub- 
lic dollars keep flowing. But in those jurisdictions where outcomes 
repeatedly are substandard, such as in Baltimore City, why not 
provide tuition vouchers and a school choice program. Since Mary- 
land spends twice the amount on public education in Baltimore per 
pupil than private education, why not try a voucher system. The 
cost savings from less spending per pupil would more than offset 
the expenditures of tracking student progress, something the State 
already does. 

In conclusion, SIBs are well intended, but they unnecessarily 
bloat bureaucracies. Moreover, they have the potential of leading to 
crony capitalism. And, as the Maryland Department of Legislative 
Services concluded, they do not save money. 

Thank you, Mr. Chairman, for the opportunity to provide this 
testimony, and I would be happy to answer any questions. 

[The prepared statement of Delegate Fisher follows:] 
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Social Impact Bonds - Maryland HB 517 

Good morning Mr. Chairman and members of the committee. My name is Mark 
Fisher. I am a member of the Maryland House of Delegates, serve on the House 
Ways & Means Committee and reside in Prince Frederick, Maryland. I am pleased 
to provide testimony today concerning Social Impact Bonds. 

In the 2013 regular session of the Maryland General Assembly, Delegate Sandy 
Rosenberg of Baltimore City introduced HB 517. Delegate Rosenberg is a professor 
at the University of Maryland School of Law, and served on the House Ways & Means 
Committee. His bill, heard in Ways & Means, introduced the idea of Social Impact 
Bonds. As stated in the bill’s synopsis, HB 517 would enable the State of Maryland 
to issue an RFP for Social Impact Bonds. The goal of the legislation was to improve 
Pre K to 12 public education in Maryland. 

Many non-Maiylanders might ask a simple question: Why would a Delegate 
introduce legislation for SIB’s when his state has a top-rated public education 
system? The answer to this question is not so transparent. You see, amongst all of 
the celebrating of Maryland’s public education achievements, what may be true of 
the state, is not the case in Baltimore City. Baltimore City has some of the worst 
outcomes in public education in the United States. Yet, the city has the second 
highest per pupil spending in the United States, second only to New York, according 
to the Bureau of the Census. Baltimore spends almost $15,500.00 per pupil - or 
about double the cost of an education at private and parochial schools. 

It's understandable as to why the SIB alternative to the status quo was offered. 

In their analysis of HB 517, the Maryland Department of Legislative Services 
analyczed numerous factors. They researched a program for prisoner recidivism in 
Great Britain and they worked with the Maryland Department of Public Safety and 
Correctional Services. 

In Januaiy of 2013, the Department of Legislative Services advised against SIB’s for 
the following reasons: 

1. SIB’s cause an increase in budgetary pressure compared to direct program 
financing due to the necessity of funding contingent liabilities and the added 
expense of features unique to SIB’s; 

2. SIB’s do not produce cost savings when outcomes are achieved, even under 
highly optimistic assumptions; 

3. SIB’s could effectively exclude new providers and program types that do not 
have a well-established record of success with investors seeking to minimize 
risk; and 

4. SIB’s potentially distort evidence used in policy decisions 
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As a member of the Maryland House Ways & Means Committee for four years, I’ve 
had an opportunity to listen to many proposals seeking to improve outcomes in 
public education. While I understand that SlB's could leverage public dollars, my 
concern is that alternative models already exist 

In the case of public education, why not take a pragmatic approach. In those 
jurisdictions where outcomes are acceptable, public dollars keep flowing. But, in 
those jurisdictions where outcomes repeatedly are substandard, such as in 
Baltimore City, why not provide Tuition Vouchers and a School Choice Program? 
Since Maryland spends twice the amount on public education in Baltimore per pupil 
than private education - why not try a Voucher System? The cost savings from less 
spending per pupil would more than offset the expenditures of tracking student 
progress - something the state already does. 

In conclusion, SIB’s are well-intended, but they unnecessarily bloat bureaucracies. 
Moreover, they have the potential of leading to Crony Capitalism, and as the 
Maryland Department of Legislative Services concluded, they do not save money. 

Thank you Mr. Chairman for the opportunity to provide testimony. I’d be happy to 
answer any questions. 



135 


Chairman Warner. Thank you, Delegate Fisher. 

Mr. McKay. 

STATEMENT OF KYLE McKAY, ANALYST, TEXAS LEGISLATIVE 

BUDGET BOARD 

Mr. McKay. Chairman Warner, Ranking Member Ayotte, and 
members of the Task Force, my name is Kyle McKay. I am cur- 
rently an Analyst with the Texas Legislative Budget Board and 
was previously an Analyst with the Maryland Department of Legis- 
lative Services, though the views here today are my own. Thank 
you for the invitation to appear before you today to discuss social 
impact bonds. 

For governments facing revenue constraints, social impact bonds 
may appear to be the silver bullet for social services. However, the 
benefits may be based largely on wishful thinking, yet the risks 
and cost to governments from engaging in this type of model are 
real, which is why an in-depth study that I led at the Maryland 
Department of Legislative Services resulted in a recommendation 
that the State not pursue social impact bonds. 

Based on my research in Maryland, I think it is important to 
closely examine some of the common claims made about social im- 
pact bonds, the first of which is that social impact bonds will pro- 
vide new capital for programs. Forgive me for stating the obvious 
here, but if a program funded by a social impact bond works, the 
government will have to pay for the program. Thus, governments 
should budget for this potential payment by appropriating funds in 
advance. 

Though it may be technically possible to appropriate funds after 
outcomes have been demonstrated, in spite of fiscal best practices 
and balanced budget rules in States and local governments, inves- 
tors will likely seek a secured source of income for repayment. This 
is why the governments of Massachusetts, New York City, and the 
U.K., among others, are pre-funding their potential outcome pay- 
ments with government funds. 

Because the government may have to pay back investors with in- 
terest and a bonus or a return on investment and the mechanics 
of this model require a large number of consultants and inter- 
mediaries, the government must budget for the potential payment 
using an amount that is greater than the investors provide to the 
program. 

In Massachusetts, for example, the State is liable for up to $27 
million in payments for their social impact bond pilot program, yet 
the investors are providing only $12 million in funding. The social 
impact bond will, therefore, add pressure to a cash-strapped budg- 
et. 

The second claim is that governments pay only for success. The 
investors must face a real risk, as a program with a very high like- 
lihood of success would result in a risk premium to investors bear- 
ing no risk. In addition to the challenge of selecting a program with 
something approximate to a 50 percent chance of success, the gov- 
ernment must also have a high degree of confidence in the commit- 
ment of the private investors to realize a loss if the program fails. 
However, as the consulting group RAND found in the Peterborough 
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pilot, the complexity of the model means that, in some instances, 
that, quote, “the actual transfer of risk is not clear.” 

Attempting to manage social services through an all or nothing 
payment to a host of intermediaries will inevitably produce a con- 
tract that is complex and, therefore, subject to unforseen weak- 
nesses, so I am not sure this is an escapable problem. 

And the third claim is that the programs will save governments 
money. Proponents argue that social impact bonds will result in de- 
creased expenditures and, thus, cost savings to the State. There is 
a basic mathematical problem with this claim, though. Pilot pro- 
grams do not operate at a scale large enough to produce significant 
cost savings to the government. In Maryland, we used well estab- 
lished cost estimation techniques with our State agencies to model 
a high impact pilot program. The program came nowhere close to 
paying for itself, which is consistent with RAND’s finding that 
Peterborough is too small to produce savings. 

Though the benefits may not be as obtainable as advocates claim, 
the appeal of innovation may still attract many. But it is important 
to consider a number of significant risks to governments engaging 
in this model before making a decision to experiment. These risks 
have been shown to be persistent and problematic across a large 
number of policy areas following decades of attempts to link pay- 
ments to outcomes. Whether it is teaching to the test in education 
or creaming in health care, we have seen over and over again that 
heightened levels of pressure on outcome indicators can backfire. 
Not only can the pressure reduce the validity of the indicator, it 
can produce unintended consequences that overshadow the benefits 
of, quote, “paying for success.” 

In all of these historical experiences, the percentage of payment 
at risk represented less than 50 percent of the income to the actors. 
Simply adding an investor will not erase these problems. Instead, 
there is a risk that the introduction of an investor will just exacer- 
bate the problems typically experienced as the amount of funding 
at risk increases and the investors assume a primary role for estab- 
lishing what constitutes evidence. 

Now, these risks are substantial, but the one that should be the 
most concerning is the opportunity cost. Building a highly sophisti- 
cated contracting and financing mechanism to focus on one small 
program may impede the capacity of agencies to engage in broader 
policy evaluation and change. 

In short, it is my personal opinion that social impact bonds are 
expensive and risky. They may also distract governments from a 
more comprehensive, sustainable approach to improving public pol- 
icy. Across a variety of policy areas, we have learned that meas- 
uring outcomes and using monetary payments to incentivize behav- 
ior change is difficult and often produces mixed results. Simply 
throwing investors into the fray will not resolve the ongoing limita- 
tions and problems. Instead, it may very well exacerbate the chal- 
lenges. 

Thank you. 

[The prepared statement of Mr. McKay follows:] 
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Chairman Warner, Ranking Member Ayotte, and Members of the Task Force, my name is Kyle 
McKay and I am currently an analyst with the Texas Legislative Budget Board. I would like to 
thank you for the invitation to appear before you today to discuss social impact bonds. 

The primary difference between social impact bonds and prior attempts to link outcomes to 
payments is the inclusion of investors. According to proponents, social impact bonds and the 
inclusion of investors can increase the extent of evidence-based policy, encourage innovation in 
service programming, produce costs savings to governments, and invoke government 
expenditures only after success is demonstrated. For governments facing revenue constraints for 
political or economic reasons, social impact bonds may appear to be the silver bullet for social 
services. However, the benefits may be based largely on wishful thinking. Yet the risks and costs 
to governments from engaging in this type of model are real, which is why an in-depth study 
conducted at the Maryland Department of Legislative Services led to the recommendation that 
the state not pursue social impact bonds. 

Common Misconceptions about Social Impact Bonds 

After conducting research with the Maryland Department of Legislative Services, I have 
discovered a number of misconceptions surrounding social impact bonds. Five common claims 
should be closely examined: 

I. Social impact bonds will provide new capital for programs 

It is important to remember that if the program operated in conjunction with a social impact bond 
is successful, the government will have to pay for the program. Thus, governments should 
budget for this potential payment by appropriating funds in advance. Though it may be 
technically possible to appropriate funds after outcomes have been demonstrated in spite of fiscal 
best practices and balanced budget rules, investor^ will likely seek a secured source of income 
for repayment. As a result, the governments of Massachusetts, New York City, and the U.K. are 
pre-funding potential outcome payments. ' 

Given the costs of attorneys, consultants, and program evaluators, the potential for a return on 
investment to third-parties, and a second tier of program managers, using a social impact bond 
relative to direct financing will therefore increase pressure on the budget, as the government 
must set aside more funds than even the investors provide to the program. In Massachusetts the 
state is liable for up to $27 million in payments. The investors, in contrast, are providing only 
$12 million in funding. This is why McKinsey, which is generally supportive of social impact 


^ In Massachusetts, for example, there is “a sinking hind requirement under which the secretary shall request an 
appropriation for each fiscal year that the contract is in effect, in an amount equal to the expected payments that the 
commonwealth would ultimately be obligated to pay in the future based upon service provided during that fiscal 
year, if performance targets were achieved.” Fiscal Year 2012 Appropriation Act. Available at 
http://www.mass.gov/govemor/legisiationeexecorder/legislation/an-act-making-appropriations-for-the-fy2012.html. 
In New York City, Bloomberg Philanthropies assumed the liability of the government by providing $7.2 million to 
“be held by MDRC in a guarantee fund to back the loan.” Bringing Social Impact Bonds to New York City, New 
York City. Available at http://www.nyc.gov/html/om/pdf/2012/sib__media_presentation_080212.pdf 
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bonds, said “this tool is a more expensive way to scale programs than if government simply 
contracted directly with a service provider.”^ 

2. The government pays only for success 

Given the additional upfront cost to the government for potential success payments and fees to 
intermediaries if the program works, there is really only one scenario where a social impact bond 
could plausibly be cheaper than direct financing: when investors pay for failure. 

On a prospective basis, this means that governments should look for projects that have 
something close to a 50 percent chance of success. Programs that have been proven to work 
should be financed directly by agencies, as direct financing is substantially more cost-effective 
and will allow the government to capture the entire amount of any cost savings associated with 
the program. Conversely, if the chances of success are closer to 0 percent, then it obviously begs 
the question of why investors and the government would engage in a program they believe is 
likely to fail. 

In addition to the challenge of selecting a program with something approximate to a 50 percent 
chance of success, the government must also have a high degree of confidence in the 
commitment of the private investors to realize a loss in the event that the program fails. 

However, the complexity and difficulty of designing a social impact bond contract may impede 
this goal. RAND Europe found, for example, that in Peterborough, “complexity in some 
instances meant that the actual transfer of risk is not clear.”^ 

This complexity is inherent to the model. Attempting to manage social services through contract 
attorneys, consultants, financial intermediaries, and an all-or-nothing payment model based on an 
evaluation will inevitably produce a contract that is complex and subject to unforeseen 
contingencies and weaknesses. 

Even if the contract is written in a way that conclusively shifts risk by the terms of the contract, 
this does not preclude investors (or even providers) from breaking the contract and leaving the 
government with the responsibility for ongoing operational costs. In fact, in Massachusetts, the 
investors have a formal early termination clause where they can cancel the program after two 
years if the program is not performing well.'* In this scenario, the government would have 
incurred significant startup costs associated with designing and executing the contract only to 
have the program cancelled early. 


^ From Poiential to Action: Bringing Social Impact Bonds to the U.S,, McKinsey on Society. Available at 
http://mckinseyonsociety.coin/sociai-impact-bonds. 

’ Lessons learned from the planning and early implementation of the Social Impact Bond at HMP Peterborough, 
RAND Europe. Available at 

http://www.justice.gov.uk/dovmioa(Is/publications/research-and-analysis/moj-research/social-impact-bond-hmp- 

peterborough.pdf 

Pay for Success Contract Among the Commonwealth of Massachusetts, Roca, Inc. and Youth Services, Inc. 
Available at http://hkssiblab.files.wordpress.com/2012/Il/ma-pay-for-success-contract-roca-project-executed-l-7- 
2013.pdf 
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3. A focus on outcomes will encourage innovation in programs 

Though there is a non-trivial risk of early cancellation, there is perhaps an even stronger risk that 
the high-stakes nature of the outcome payment will drive investors to select programs with an 
already proven record. 

According to a paper published by the Federal Reserve Bank of San Francisco from the 
evaluation group MDRC: “Profit-seeking investors will be most interested in social programs or 
models that are proven.”^ Consistent with these expectations, according to the Center for Law 
and Social Policy, “investors appear to be sticking to models that have already been extensively 
evaluated.”* 

4. The programs will save governments money 

Proponents argue that social impact bonds will result in decreased expenditures and thus cost 
savings to the state. This reduction in expenditures is necessary to justify the risk premium or 
“success payments” made to investors and social impact bond participants. However, pilot 
programs do not operate at a scale large enough to produce significant cost savings to the 
government. 

In Maryland, for example, we used well established cost estimation techniques with our state 
agencies to model a potential pilot program impact. We built an optimistic model, where the 
program produced positive outcomes at the higher end of what is seen in meta-analytic studies. 
We also assumed very low costs for designing and implementing the contract and evaluation at 
only $700,000 (in Massachusetts these costs are approximately $2 million). Despite the highly 
optimistic assumptions, we found that even for a relatively large criminal justice reentry pilot 
program in Maryland, a 10 percent reduction of re-imprisonment for program participants would 
at best produce a 6 percent discount to the total cost of operating the pilot program.’ 

There are certainly some criminal justice reforms that can improve outcomes and reduce 
expenditures. The problem with the assumptions of cost savings in social impact bond programs 
is that pilot programs are just too small to have any meaningful impact on the fixed costs of 
government agencies. This is why an independent evaluation by RAND Europe of the 
Peterborough program found that the prison reentry program “is too small to deliver substantial 
‘cashable’ savings” for the government.* 


’ David Butler, Dan Bloom, and Timothy Rudd. Using Social Impact Bonds to Spur Innovation, Knowledge 
Building, and Accountability. Available at http://www.mdrc.org/sites/default/files/SIB_SFFedReserve.pdf. 

‘ Lower-Basch, Elizabeth. Social Impact Bonds: Overview and Considerations. Center for Law and Social Policy. 
Available at http://www.cIasp.org/resources-and-publications/publication-l/CLASP-SociaI-Impact-Bonds-SrBs- 
March-2014.pdf 

’ Evaluating Social Impact Bonds as a New Reentry Financing Mechanism: A Case Study on Reentry Programing in 
Maryland. Maryland Department of Legislative Services. Available at 
http://works.bepress.com/cgi/viewcontent.cgi?article=1002&context=kylemckay. 

* Lessons learned from the planning and early implementation of the Social Impact Bond at HMP Peterborough 

3 



141 


5. Social impact bonds will encourage evidence-based policy 

Although discussions about social impact bonds sometimes operate under an assumption that 
research and evidence are unique to social impact bonds, there are vibrant communities and 
collaborations between researchers, practitioners, and policy makers that have existed in many 
policy domains for long periods of time. The addition of investors will not resolve outstanding 
research questions or implementation challenges. 

In fact, there is a significant risk that social impact bonds may distort the research process. One 
lesson from the criminal justice literature is that program quality and model fidelity is often key 
to the success of rehabilitative programs. Even when an agency settles on a program design 
based on the research literature, a common challenge is finding ways to consistently 
operationalize the program in systems that are not always philosophically or operationally open 
to changes. 

Though the programs that operate in Massachusetts and Peterborough appear to fit the mold of 
best practices suggested by an established body of research, these programs may or may not 
provide generalizable knowledge on how to scale their success more broadly across criminal 
justice systems. To the extent that these programs have additional resources or advantages — even 
in such non-tangible ways as heightened professional motivation from public scrutiny — ^they 
may not be so easily replicable. 

The point is not to that we should be looking for the perfect program and the perfect evaluation, 
because that is not possible to realize. Programs operate in rich contextual environments of 
human society that will always create some wrinkle in our ability to precisely estimate and 
describe causality. The point is that one program evaluation does not make a body of research. 
But an overemphasis on linking the outcome to an all-or-nothing payment could easily reduce 
the utility of the evaluation for policymakers and future researchers. 

The Hidden Risks of Social Impact Bonds 

Though the purported benefits may not be as obtainable as advocates may claim, the appeal of 
innovation and experimentation may still attract many. It is important, however, to consider a 
number of significant risks to governments engaging in social impact bonds before making a 
decision to engage in a resource-intensive experiment. These risks have been shown to be 
persistent and problematic across a large number of policy domains following decades of 
attempts to link payments to outcomes. 

Essentially, attempts to link performance to payment have been plagued by problems associated 
with Campbell’s law, which states that "the more any quantitative social indicator is used for 
social decision-making, the more subject it will be to corruption pressures and the more apt it 
will be to distort and corrupt the social processes it is intended to monitor."^ 


’ Campbell, Donald. Assessing the impact of planned social change. Evaluation and Program Planning. Volume 2 
(1), 1979. Available at http://eric.ed.gov/7id-ED303512. 
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In education, for example, the American Statistical Association has found that the use of 
outcome based models “can have unintended consequences that reduce quality,” in part because 
the models are highly complex, subject to error, and generally show “that teachers account for 
about 1% to 14% of the variability in test scores.” A focus on the outcomes that are easily 
measurable can discourage teachers, incentivize teaching to the test, and distract us from “the 
majority of opportunities for quality improvement [which] are found in the system-level 
conditions.”'® 


Health care provides an excellent tangible example of this phenomenon. Pay-for-performance 
regimes have been shown to produce mixed results, with only a limited number of examples that 
have produced long-term sustainable improvements." But there are a multitude of examples 
where governments have had to contend with gaming and distortions. The Centers for Medicare 
and Medicaid Services (CMS) has seen first-hand how a pay-for-performance program simply 
resulted in “pay-for-reporting” rather than a change in outcomes. 

Immediately after introducing payment reductions in 2008 for preventable complications that 
occur during Medicare inpatient surgeries and admissions, the rate of complications for central 
line infections reported to CMS dropped by over 50% in a single quarter. A careful examination 
by researchers using lab data, however, showed that there was no meaningful change in the real 
rate of complications, indicating that the change reported to CMS was due to a gaming of the 
reporting mechanism. The incentive had no impact on quality but CMS did lose the ability to use 
a key data set for understanding complications during surgery.'^ 

In all of these instances, the percentage of payment at risk represented less than 50 percent of the 
total income to the actors. Simply adding an investor will not erase these problems. Instead, there 
is a risk that the introduction of an investor will exacerbate the problems typically experienced as 
the amount of funding at-risk increases and investors assume a primary role for establishing what 
constitutes evidence. 

These risks are substantial, but the risk that should be the most concerning is the opportunity cost 
of building such complex mechanisms which focus on very narrow goals and program types. 
Building a highly sophisticated contracting and financing mechanism to focus on one small 
program may impede the capacity of agencies to engage in broader policy evaluation and 
change. 

A social impact bond financed reentry program in criminal justice, for example, depends on a 
system of private service delivery external to the public agency. This may be counterproductive 
where integration with current public programs would increase efficiency and efficacy. Reentry 
programming often starts in many jurisdictions at the point of entry into the prison or jail system. 
Creating a new system separately administered by the private sector may hamper operational 


ASA Statement on Using Value-Added Models for Educational Assessment, American Statistical Association. 
Available at http://www.amstat.org/policy/pdfs/ASA_VAM_Statement.pdf. 

’ ' Health Policy Brief: Pay-for-Performance, Health Affairs. Available at 
https://www.healthaffeirs.org/healthpolicybriefs/briefphp7brief id=78 
12 

Farmer SA, Black B, Bonow RO. Tension Between Quality Measurement, Public Quality Reporting, and Pay for 
Performance. JAMA. 2013;309(4):349-350. 
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integration, especially if the agency were to seek to implement large scale re-organization or 
policy changes which could jeopardize the pilot study evaluation. 

Conclusion 

In short, it is my personal opinion that social impact bonds are expensive and risky. They may 
also distract governments from a more comprehensive, sustainable approach to improving public 
policy. Across a variety of policy areas, we have learned that measuring outcomes and using 
monetary payments to incentivize behavior change is difficult and often produces mixed results. 
There is no evidence to suggest that simply throwing investors into the fray will resolve the 
ongoing limitations and problems. Instead, they may very well exacerbate the challenges. 

Thank you for the opportunity to provide testimony today. I would be happy to answer any 
questions. 
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Chairman Warner. Well, thank you, gentlemen. 

I have to tell you, I am a little surprised how the responses are 
lining up, if there is kind of a left to right or conservative to liberal 
on this. I would have actually thought that we might have had the 
reverse kind of opinions, because I think about many of the advo- 
cates, and, for example, in our State government we outsourced 
private collections and other things which kind of fell more on the 
traditional-would be viewed as a more conservative approach that 
was maybe not a social impact bond, but the same concept of a pay 
for performance. I would have thought there would have been 
maybe people more on the kind of view of the Democrats as govern- 
ment advocates, that this has the possibility of being much more 
disruptive, and consequently might have been feared more from the 
kind of establishment. And, so, it is curious how people are lining 
up. 

I understand, Mr. McKay, your view that you have got to get the 
contracting right and you have got to have the expertise, and I 
would argue on some level, that would argue that — you know, we 
have used in Virginia, for example, a great use of public-private 
initiatives in the transportation field. Some of those projects work. 
Some of those projects, we get skinned because we do not have the 
expertise to go toe to toe with Wall Street. So, having some con- 
centrated — if you are going to go down this field, you are going to 
have to have some level of concentrated expertise. 

I would also think that one of the things that government does 
not do well, and one of the purposes of this panel has been how 
do we get more transparency? How do we push agencies to identify 
what is working and what is not working? And the notion of pri- 
vate capital coming in there, putting their, in effect, money where 
their mouth is in terms of trying to deliver would seem to me in- 
herently a more market-driven approach. 

So, I am going to start with Dr. Liebman, I guess. One, since this 
is also happening in Utah, it does not sound like it is following — 
it is just in more liberal States, number one. Number two, what are 
the general size and character of the people who are putting up the 
private capital? Are they generally advocates for a particular 
cause? What is their rate of return expected? Why do we not start 
with some of those. 

Mr. Liebman. Thank you, Mr. Chairman. I think you are right 
that there is not a consistent alignment between the left-right par- 
tisanship and people’s interest in this tool. At the Kennedy School 
SIB Lab, we are working with Republican Governors in South 
Carolina, Ohio, and Michigan, and with Democratic Governors in 
Colorado and Illinois and Connecticut. I think if you know the 
story of the U.K., the initiative originally was the Labor Govern- 
ment, but just as it was leaving office, the Conservative Govern- 
ment said, we want to take credit for this, essentially, and has 
been expanding it greatly. So, I do not think there is any par- 
ticular — and I think that is probably — your committee already 
knows this, that that interest in making government more efficient 
and in trying innovation is not a particularly partisan issue. 

The particular projects that are being done, in some States, they 
knew from the beginning what issue they wanted to tackle. South 
Carolina knew they wanted to do early childhood education. In 
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other cases, they knew they wanted to innovate and they started 
a process where they both did a public request for information to 
get ideas for projects from the public, and then, also, internally, the 
government met with all the people in the human service areas 
and said, where is it that we are missing opportunities to invest 
in prevention and save money. 

And what typically happens in those processes is you end up 
with 35 ideas, and about half of them basically run into trouble for 
one of the good critiques that Mr. McKay put up. For one reason 
or another, they are not a good fit for this model, and you are down 
to about 18. And then what happens is you say, you know, we are 
really only going to be putting in the effort on something like this, 
just as Mr. McKay said, because there is an opportunity cost, if it 
is a top priority of the Governor or the mayor, and that whittles 
it down to three or four. And then you really do the hard numbers 
on those and make a choice about which ones to do. And part of 
that discussion has to do with, do you think you can raise enough 
private capital in that policy area — 

Chairman Warner. And who usually makes up — are the private 
capital usually — I do not want to use a term that would sound pejo- 
rative, but social do-gooder capital? Is it kind of — 

Mr. Liebman. It is about — in the U.S. project now, I would say 
it is about half and half. So, both in New York State and in Massa- 
chusetts, there was big commercial involvement. In the New York 
State one. Bank of America, Merrill Lynch basically did the total 
investment and then they did not keep it on their own books, they 
actually sold it to their high net worth individuals. And the par- 
ticular high net worth individuals who got involved, I would say, 
are a mix of people who — 

Chairman Warner. And what was the rate of return they were 
looking for, if there were — 

Mr. Liebman. The rate of returns are in the high single digits 
or low double-digits — 

Chairman Warner. Let me just make one last comment, because 
I want to make sure everybody gets their shot here. 

Mr. Liebman. Yes. 

Chairman Warner. I would think — I could understand Mr. 
McKay’s concern when it is such a large purpose as overall student 
achievement. But, it would seem to me that if you had a narrow 
focus on some of these — recidivism, or actually workforce training 
programs where you have way too many — and there are areas 
where, if we narrowed the focus, I just think this has some value. 
I know Senator Whitehouse, I am sure, is going to get into discrete 
areas in health care, which is his passion. 

Senator Ayotte. 

Senator Ayotte. Thank you. Chairman. 

So, we heard a pretty divergent set of views from the panel here 
on the efficacy of the social impact bonds and performance bonds, 
so can you help me understand. The example that was given in 
Massachusetts, the $12 million is really the investment given, and 
then a $27 million cost to the government. Why is that, and how 
would you contrast — I am not sure what they were doing in Massa- 
chusetts in terms of what the performance measures were or what 
they were trying to accomplish, but how does that compare to — in 
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terms of rate of return and how much the taxpayers are paying 
versus what is invested, compared to some other projects you would 
deem more successful on this side? 

So, I want to hear the sort of side first on how do you get in this 
situation, because that does not seem like a good value to me, as 
you describe it, and why do you think that that ends up being the 
way it was in Massachusetts, whatever they were trying to accom- 
plish. And then, also, you are being an advocate over here. I would 
love to hear some examples of where you felt that there was a 
value to it, that there was a cost savings, that there was a contrast 
to what they are presenting over here, I mean, because, ultimately, 
if it is going to cost us more to do this, then I do not see a value 
in doing it. So that is an issue I am trying to get at. 

Mr. McKay. Yes. So, the government does not know in advance 
whether or not it has to make an outcome payment, and in an op- 
erating budget, it is not a good idea to create a speculative debt 
instrument or a contingent liability without budgeting for the po- 
tential of making that payment. 

So, in Massachusetts, I put a reference to the appropriations bill 
in my written testimony where it basically shows that, each year, 
the government has to appropriate in advance of each year that the 
program operates, before they know whether or not the outcomes 
have been demonstrated, and because they may have to make a 
payment that includes a return on investment to the investors and 
the service providers, the government has to budget more money 
than the investors are providing. So, that is why the government 
is liable for up to $27 million worth of payments but they are only 
getting $12 million from investors. 

Senator Ayotte. So, what is your counter to that, because, obvi- 
ously — 

Mr. McKay. I do not know — 

Senator Ayotte. — ^you are probably familiar with the project, be- 
cause you — 

Mr. Liebman. Absolutely. We were involved in the Massachusetts 
project. I do not think Mr. McKay is giving you the right perspec- 
tive on that project. Basically, what is happening in the Massachu- 
setts project is about 90 percent of the funds are going directly to 
deliver services and there is maybe ten percent that is going to 
things that you might call extra costs because we are using this 
model, but those are things that would have value. 

So, for example, the fact that it is being rigorously evaluated 
costs some money, but I would say spending two or three percent 
of the amount you are spending on a project to find out whether 
it works or not so that if it does not work, you can stop spending 
money on it, that is a bargain. 

And, similarly, the intermediaries that are helping to manage 
the project and bringing private sector expertise into the project, 
and, frankly, more human capital into the project than the govern- 
ment has on its own side, typically, they are adding two or three 
percent to this project, but they are also delivering value and — or, 
at least we are going to find out. If the project works and we sud- 
denly are getting much better results than we have had before, 
then we will know this model is working. If it does not give us good 
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results, the taxpayers do not pay and we should not he doing any 
more. 

Senator Ayotte. Can I ask you a question? So, when a project 
is undertaken, you have to have some expertise on the government 
end to he able to manage this kind of project, because I know that 
Mr. Fisher has talked about the complexity of the projects as a 
challenge on the government end. So, as we look at sort of resource 
efficacy, when you are undertaking this type of project, are you ac- 
tually saving resources on the government end? So, in other words, 
you are getting an influx of resources on the private sector end, but 
limit resources and what we can spend our hours on on the govern- 
ment end also. Are you then saving the work done on the govern- 
ment end? Or are we putting in the same amount of work on the 
government end and then also investing in the private end? 

I do not know if I am asking this question properly, but thinking 
about all the things we could spend our time on, if we are spending 
the same amount of government time and also investing the pri- 
vate time and then we are paying more, that is what I am trying 
to get at, is are we actually leveraging — what does it take in terms 
of resources to manage this kind of thing on the government end? 

Mr. Fisher. Okay. Should I answer that? I would also like to just 
say something about the resourcing issue. I mean, we — our Innova- 
tion Fund, which are these ten social impact bonds for kids’ dis- 
advantaged education, we are putting 30 million pounds in to pay 
the returns. Investors have put ten million pounds up front. But, 
the 30 million is not a net cost to the taxpayer. If this works, the 
saving to the taxpayer in the longer run exceeds 30 million pounds, 
even on a discounted basis. So, there is a net saving to the tax- 
payer for doing this. The risk is that we have not got those calcula- 
tions quite right. There is a quite large margin of error in that. 

On the resources we put in, the resources, basically, are re- 
sources actually of my own team. We ran this — I have got about 
three people running this scheme on an ongoing basis and there 
was a commercial team of about ten who actually did the con- 
tracting at the point in time when we actually had to let the con- 
tract. So, these were not hugely resource intensive as far as the 
public sector was concerned. I think they can get resource inten- 
sive. Here we are talking about one single scheme, you know, just 
one single scheme, which goes to the importance of doing them at 
reasonable scale. 

So, if you do them at reasonable scale. A, it helps the commis- 
sioners, in this case, the Department of Work and Pensions, and 
it also helps the investors, because one of the biggest bits of feed- 
back we had from investors were they did not like putting a cost- 
benefit on their side for one small scheme in one place. They like 
to see scale. So, I think scale is important, if that is helpful. 

Senator Ayotte. Thank you. Thank you. 

Chairman Warner. Senator Whitehouse. 

Senator Whitehouse. Although there is some disagreement on 
the panel on a number of issues, there seems to be agreement on 
two points that I would like to confirm. One is that it is possible 
for a State, a government, to get in over its head if it has not cho- 
sen the program wisely and then the investors know more about 
the project than the government does and they start to get spun 
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because the investigators have a different motivation. That is a 
risk. Everybody concedes that? 

[Witnesses nod.] 

Senator Whitehouse. Yes, everybody concedes that. Okay. 

The second is that there appears to be a common understanding 
that there is, or may be, a value during what you might call an 
innovation period for bringing in private capital to do something. 
But once the model has proven itself, assuming the model has 
proven itself, then you should move that capital on to other innova- 
tions and not leave it in that area because it is less efficient to run 
a program with private capital that has to be paid than simply to 
do it through regular government services. Is that also agreed by 
everyone? 

[Witnesses nod.] 

Senator Whitehouse. Yes, with one hesitation from Mr. Fisher 
one, Mr. Fisher the first. Go ahead. 

Mr. Fisher. Should I just say something about that? I think the 
fundamental principle is possibly right in the sense that, for exam- 
ple, if our ten social impact bonds work, then — 

Senator Whitehouse. Why would you go back to have more in- 
vestors do it — 

Mr. Fisher. Government does have choices about what it then 
does. It might simply decide, aha, we have — we are simply under- 
investing in children’s education at that time in their lives and 
there are then other ways of addressing that issue. 

On the other hand, the benefit of the social impact bond is you 
have schools and voluntary community sector bodies doing the 
work on the ground as opposed to state employees, which it may 
well be a positive. And, also, you do have the discipline of the in- 
vestor working with a charity and there is a benefit to that, too. 
So, this is one of the issues that we — 

Senator Whitehouse. I guess my theory is that the innovation 
that is sponsored by the social impact bond, if it proves itself, will 
then naturally migrate into policy, and once it has migrated into 
policy, it no longer needs a social impact bond to support it. It just 
becomes the way the system works. And investing in the trial to 
try to make that move is what makes sense. Do I have agreement 
on that? 

Mr. McKay. Yes. I would add one thing, which is that the Center 
for Law and Social Policy, they just released a report where they 
looked at most of the social impact bonds that have been imple- 
mented to date and what they found is that, quote, “investors ap- 
pear to be sticking to models that have already been extensively 
evaluated,” which is sort of consistent with what you would expect 
if investors are trying to minimize their risk. 

Senator Whitehouse. But, that does not necessarily dispute my 
proposition, because this is Congress. We have lots of things that 
have been consistently evaluated and most people of good sense 
and good motivation believe them to be true. And yet, for a variety 
of reasons, we cannot get them done in Congress. There is politics 
involved. There are scoring issues with CBO involved. 

There are hazards — just because something has been evaluated, 
I think it is, frankly, good if something has been well evaluated, 
private capital comes behind it, they move that evaluated practice 
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into government in a way that probably makes them money and 
shows that this is a savings technique, and then, boom, we have 
proven the proposition and it is way easier to pass that reform be- 
cause, frankly, you might even find from CBO you have got some 
savings that they will now document based on that government ex- 
perience. So, I take your point, but I do not think it rebuts the, at 
least the window of utility that I see this potentially having. 

Dr. Liebman. 

Mr. Liebman. Senator, I think your premise is 95 percent right. 
The one thing I would add is, often, when we evaluate something, 
we do a single snapshot that tells us something worked in one loca- 
tion 15 years ago. And an important feature of the social impact 
bond projects is it gives you ongoing, real-time assessment of how 
things are performing. 

Senator Whitehouse. Yes. 

Mr. Liebman. And if the conversion from the social impact bond 
back to traditional government funding loses that ongoing moni- 
toring and learning, things could be changing so that the program 
is no longer as effective because circumstances are different or how 
it is being implemented and we might not know. 

Senator Whitehouse. Got it. 

Mr. Liebman. And so — 

Senator Whitehouse. You can flub the transition — 

Mr. Liebman. Exactly. So, government has to learn not only — 

Senator Whitehouse. — or we might never have gotten to that 
transition — 

Mr. Liebman. Exactly. 

Senator Whitehouse. — if you did not have the social impact 
bond in the first place. 

Mr. Liebman. You have got it. 

Senator Whitehouse. Okay. You seem to have agreement there. 

I would ask you guys, if you do not mind, this is a question for 
the record, but it is an option one. If you have other things to do, 
do not feel obliged. But if you do, I would be interested in having 
you refiect a little bit on our health care system. We run the most 
disgracefully wasteful health care system in the world, probably by 
a factor of 50 percent, maybe more. Norway and Switzerland are 
the two most expensive health care systems in the world per cap- 
ita. We beat them both by 50 percent. And we do that leaving a 
lot of people uninsured. We do that leaving hundreds of thousands 
of people dead from hospital-acquired infections and other medical 
errors. If you want to find a place where there is room for improve- 
ment, take a look at the American health care system. 

So, if you have any ideas about what might be good points of 
entry, because what we find is it is very hard to get anything 
scorable until it is up and running, and then by then, they tend 
to have kind of built it into the baseline, and so the government 
support for innovation is challenging at the legislative level. So, 
that is my QFR, and thank you. Chairman. My OQFR, optional 
question for the record. 

Chairman Warner. Senator King, who has also been a leader, as 
a former Governor, in trying new things. 

Senator King. Thank you. I am — 

Senator Whitehouse. Is his State as well managed as Virginia? 
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Senator King. I am trying to think this through, and I have a 
radical idea. Instead of contracting out and social impact bonds and 
everything else, why does not government try to get it right? I 
mean, this whole scheme — I take your term — is a gigantic admis- 
sion that government cannot do stuff, and I think that is a valid 
criticism. But, to me, the answer is not to go through — the only 
thing government does worse than execute programs is execute 
contracts. That is — and I know that as a Governor. This whole idea 
of contracting out is the worst of both worlds. It costs as much or 
more and you lose accountability and control. 

I just — I do not get this at all. I think this is an admission that 
government cannot do what it is supposed to do, and I think it is 
an admission that we, as political leaders, generally pay more at- 
tention to passing the bill than executing it. In my view, execution 
is as important as vision, and this is an admission that we do not 
do that, and I think we ought to start doing it. And instead of the 
contract holding the contractor accountable, how about the Presi- 
dent or the Governor holding the Superintendent of Schools ac- 
countable? 

This just strikes me as — it is a fancy way of contracting out, and 
as I say, I do not believe government contracts very well. And de- 
fining the outcomes are going to be very difficult and they are 
going to be — and it just — I am just — why does the President not 
pay for results, you know. I mean, Mr. Liebman, what do you — I 
just do not get this. 

Mr. Liebman. Yes. I think — 

Senator King. I come to this unburdened by knowledge, by the 
way, which is — 

Mr. Liebman. No, I think you are onto something here, which is 
that if government — a lot of the things being accomplished by this 
model could in theory be accomplished if government operated the 
way we wish it operated. But, in fact, it does not. We have been 
trying for years and years to get it to do a lot of the things like 
measure outcomes and allocate resources to things that work and 
it is not. And what people are finding in these State governments 
is that this is a leadership tool that is allowing Governors and 
State Budget Directors to shake things up and actually get people 
to do the things that, you are probably right, they should be doing 
anyway, but we cannot get them to do anyway. And so let me give 
you— 

Senator King. But, you are inserting a whole level of cost, of con- 
sultants and analysts, and the government is always going to be 
outfoxed on the contracts, in my experience. 

Mr. Liebman. I do not think that is what we — I mean, my role 
is to give pro bono assistance on the government side so they do 
not get outfoxed, so maybe I do not have the completely neutral 
view on this — 

Senator King. Pro bono is good. 

Mr. Liebman. Yes, exactly. But, here is an example. In one of our 
States, we put a bunch of options in front of a State Budget Direc- 
tor for a social impact bond, and one of the options was that there 
was an intervention, which was a health care intervention, where 
they thought that if you put caseworkers in senior centers, making 
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sure that people took their medicines and made it to their doctors’ 
appointments, you could save on Medicaid costs down the road. 

And we put this on the table as a potential social impact bond 
project and the State Budget Director said, “Can I not just put this 
in the budget?” And we said, “Yes.” And he said, “Done.” And that 
is great. If social impact bonds cause that to happen and we do not 
do social impact bonds, that is just as good. I mean, what we need 
to do is shake things up and have those kind of conversations such 
that this kind of innovation happens. 

Senator King. Yes. Okay. Any other thoughts? 

Mr. Fisher. If I may, I think your premise is entirely right. I 
mean, just another example. I think when we evaluate the social 
impact bonds for disadvantaged school children, we will find that 
we may well prove the fact that the taxpayer is simply under-in- 
vesting in this particular part of the system, and if schools and the 
taxpayer invested more in disadvantaged children, that might also 
achieve the benefit. We might find other practical things, too. 

But, the point is, at the moment, that is not happening at the 
moment for various reasons. Too many children in our country are 
turning 18 and going straight into welfare. That is happening be- 
cause that part of the school system is not working well enough to 
address that issue. So, this does give a boost to a particular prob- 
lem at a particular point when something can be done about it. 

But, I do want to agree, in the longer run, it may not be the right 
answer to that particular social problem. But, in a short transi- 
tional way, it can be a really helpful boost, and it may well be, 
also — the evaluation might prove this is also a more efficient way 
of spending this particular money for results than, you know, just 
giving the money to schools. I mean, there are a number of ways 
which will come forward in the evaluation. So, the jury is slightly 
out, I think. 

Senator King. Well, I understand what you are saying, but it 
just seems to me that a good administration would say, okay, we 
have this problem and we need to do some pilots in different cities 
and see what works and then go from there. In other words, the 
same result could be achieved without the complexity. I mean, the 
only way this works in terms of the taxpayers is if the funders take 
a substantial risk of not getting paid. But if they take that risk, 
their risk premium is going to be so high that it cannot — it really 
cannot work out for the taxpayers very well. 

I am a great believer — for example, in terms of the Federal Gov- 
ernment funding education, I do not think the Federal Government 
has a big role in funding education. I think what the Federal Gov- 
ernment ought to be doing is funding pilot and experimental pro- 
grams and then disseminating the results across the country and 
finding out what works. If somebody really found a great way to 
teach social studies in Boise, Idaho, the Federal Government can 
have an important role in acting as a clearinghouse so every other 
school district in the country does not have to reinvent that pro- 
gram. 

But this, the idea — I mean, I just, like I say, I think we are es- 
sentially throwing up our hands and saying, government cannot do 
it right, so we are going to try something else. It may be more ex- 
pensive, but what the heck. I just — 
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Chairman Warner. Everybody is going to get another bite at the 
apple very quickly, but let me just quickly try to respond. Again, 
everybody is surprising me here this morning in terms of where I 
thought they were coming from, because I spent a lot of time in the 
private sector. We created, for example, in greater Washington 
something called the Venture Philanthropy Partners to try innova- 
tive models on delivery of services for at risk youth in greater 
Washington, a very cool project. 

We had a series of initiatives. What we did not have was com- 
mon evaluation across those. What we did not have was the ability 
to say, since we did not have the common evaluation, how do you 
take to scale? And I guess that in enormously constrained budget 
times, my fear is that — ^you cannot take a dollar away from any 
school right now, because, oh my gosh, that is going to cause a 
huge decrease in services, or we cannot try any innovation at all, 
and this may be a tool to leverage innovation — and I think Mr. 
McKay and Delegate Fisher put forward some good points — if the 
project is too big — we are going to solve all of K-12’s problems — 
I would have some qualms about that. Mr. McKay’s questions 
about the ability to contract and evaluate, but we do not do a very 
good job on that, as well. 

If there is some private capital in there, there is discipline, I 
think, that private capital brings on evaluation that maybe we do 
not have on the public capital side, and this may be a way to lever- 
age, more experimentation, and if it is done within this kind of — 
some upside model, and I agree with Sheldon that if it proves out, 
then it ought to become governmental policy. But it would seem to 
me this would be a way to leverage more ideas and perhaps have 
the common evaluation standards that we lack. 

The votes start in about ten minutes, so this is going to turn into 
less questions — 

Senator Whitehouse. Mr. Chairman, the one point that I would 
add on what you said is that one of the things I do not think we 
do very well in government anywhere is the prototyping function, 
and it is even harder to do a prototyping function when it costs 
money and you are trying to go into an existing budget and com- 
pete for funds that are already being used. So, you can facilitate 
the prototyping function if you can find other capital to kick it off. 

I would also expect that private capital would bring a business 
perspective to their provision of funds that could be actually a help- 
ful defense against prototypes, so-called, that are, in fact, driven by 
ideology, or loyalty to an interest group, or some of the other things 
that kind of infect politics. So, you might actually find value in it 
as a screener of really bad ideas that nobody would put money be- 
hind, but in our political world could get momentum because an in- 
terest group or a lobby group or an ideology selects them. So — 

Chairman Warner. One of the things — 

Senator Whitehouse. — anyway, I think this has been a great 
hearing — 

Chairman Warner. Well, let me let Senator Ayotte get the last 
word, and if any of the panelists want to, too. I do not know how 
we get enough kind of venture capital ideas into government. This 
would seem to be a way. 
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Senator King. How about by the leaders of government doing it? 
I mean — 

Chairman Warner. But you also know, as a Governor, there is 
always that resistance. Trying something new in today’s con- 
strained environment, since there is no new capital, means you 
have got to take something away from an existing initiative. And, 
when we think about evaluation, I remember — the last point I will 
make and then turn to Kelly— is that when I was Governor, we 
tried something that said, at some national level, we spend billions 
and billions of dollars on education, yet our evaluation budget in 
education on a nationwide basis is less than one percent of the dol- 
lars we spend on education. From any business background, that 
is a stupid basis going forward. 

Kelly. 

Senator Ayotte. Kelly is fine. You know, I really have to agree 
with the comments of Senator King, because as I sit here and I 
think about this, we have — what we do very little of in government 
is actually measure the effectiveness of the programs. And rather 
than eliminating a program that has never achieved a result, we 
just keep adding the layers on instead of saying, you know, make 
the call. It has not gotten a result. We have not gotten achieved 
what we needed to from it, so we need to do something different. 

So, I think that we need performance measures on the govern- 
ment programs, and also, you know, I think that phrase that Ron- 
ald Reagan once said, there is nothing closer to eternal life than 
a government program, I mean, we have got to get beyond that, be- 
cause I see why the private sector innovation in terms of looking 
at new ways to do things and more measurement-focused ways of 
what comes from these proposals is so critical. It is just that, I 
agree, this is what we need to work on as leaders, to do things dif- 
ferently. Thanks. 

Chairman Warner. Does not private capital bring some of that 
discipline? Everybody, we have only got a couple more minutes, but 
if everybody, and we will start with Mr. McKay and go in reverse 
order this time, if each of you want to make kind of a closing out — 

Senator Whitehouse. Final sentence. 

Chairman Warner. — final minute comment apiece, or minute 
and a half — 

Mr. McKay. Sure — 

Chairman Warner. And thank you all. 

Mr. McKay. I guess the thing I would add is that you need to 
be really careful that the investors are bringing a discipline that 
is valuable to the government, because if the investors are telling 
the government what it should already know to implement pro- 
grams that have already been proven, then you are going to pri- 
vatize the savings of that program to the investors. And so if you 
are going to go down this path, you really have to make sure that 
there is a substantial risk that the investors bear in piloting a pro- 
gram that has not already been proven to work. But what we have 
seen so far, according to several analysts, is that most of the pro- 
grams are focusing on things that already work, or we know al- 
ready work, because investors do not want to take that large of a 
risk in a pilot program. Thank you. 
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Chairman Warner. That would mean that you are really defeat- 
ing — the investor is not willing to he the tip of the spear on experi- 
mentation. I think your premise is right. 

Delegate Fisher. 

Delegate Fisher. Yes. Thank you, Mr. Chairman. Senator King 
said something, I think, that I have seen in Maryland that really 
kind of underscores the problem, and that is, is that coming from 
the private sector and serving just my first four years in Annapolis, 
it is remarkable how poor government negotiates contracts, and 
that expertise is needed now more than ever. You know, in Mary- 
land, it is not a secret about our health care exchange. I mean, we 
are going to scrap our quarter-of-a-billion dollar health care ex- 
change and adopt Connecticut’s. 

But, notwithstanding that, I have always admired Virginia’s P3 
idea on highways and even put in legislation to try to outsource 
Maryland’s Welcome Centers and Maryland’s rest stops. But, the 
problem in Annapolis is that is completely against the institution 
to try to outsource those. There is no contractual knowledge in the 
bureaucracy to know how to do those kinds of contracts, and as a 
result, when we have done that in Maryland, when we have en- 
gaged in these kinds of outsource projects, they have, unfortu- 
nately, not done so well, and that is my primary reason. So, thank 
you. 

Chairman Warner. Are you mentioning Virginia, the nationally 
best managed State in the country? Is that the one you are — 

[Laughter.] 

Delegate Fisher. Well, it — 

Chairman Warner. Started by a certain Governor. 

Delegate Fisher. Yes, Senator, and Maryland losing $5.5 billion 
of taxable income, so I actually agree with you. 

[Laughter.] 

Chairman Warner. The only thing is, we have not always got it 
right, and it is one of the challenges. When we think about P3, 
though, and one of the reasons, again, off topic a little bit, but I 
think there needs to be a — since we have an office in the Treasury 
Department that advises American pension funds how to invest in 
Europe, because we do not have the expertise in America to go toe 
to toe with Wall Street. 

Mr. Fisher, you have come a long way, and then Dr. Liebman. 

Mr. Fisher. All I would add is that our schemes are being fully 
evaluated. We are spending over a million pounds on evaluation of 
the ten social impact bonds we are running. That evaluation will, 
I think, help answer some of the questions about, you know, is this 
better value than alternative ways of spending the same amount 
of money? Have we got the calculations right? And, obviously, we 
will share those observations with colleagues here as they emerge, 
because I think this is a debate that will run and run, actually, and 
I think some schemes are going to be more effective than other 
schemes. 

The only thing I would finally say is, to me, the key is, if we are 
going to make a success of this, we have to keep these things rel- 
atively simple. I think there are quite a few social impact bonds 
out there which, in my humble opinion, are simply too complicated. 
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I think if these are getting any traction at all, keeping the models 
basically simple is going to be quite important. 

Mr. Liebman. I think the bottom line here is we have about a 
dozen Governors from both parties that are finding this tool useful 
for breaking through the political, financial, and bureaucratic ob- 
stacles to doing the kinds of reforms, the venture capital and proto- 
typing activities that you described. And they are coming up with 
projects that are going to produce Federal savings, particularly 
through Medicaid, and unless the Federal Government partners 
with those innovators, the projects are not going to happen. And 
so whether or not you think this is the perfect tool or the only tool 
to change government, we have this opportunity right now. We are 
on the ground and people are trying to innovate and they need 
some Federal help. And so I hope your Task Force will think hard 
about whether you can partner with these States that are trying 
these things on the projects that have these Federal payoffs. 

Chairman Warner. Can you get us data on the status of those 
12 ? 

Mr. Liebman. Yes, absolutely. 

Chairman Warner. And then, colleagues, last word, anybody? 

Senator King. I want Mr. Fisher to realize that we are not the 
same as the House of Lords. 

[Laughter.] 

Senator King. Welcome. We are delighted that you came, and 
thank you very much, all of you. This is a very interesting discus- 
sion, and I think provocative and very helpful. Thank you. 

Senator Whitehouse. I agree. This has been a very useful dis- 
cussion. I thank the Chairman and the Ranking Member for hold- 
ing it. 

Senator Ayotte. Thank you. I appreciate it, and I look forward 
to further discussions from this. So, I think we all share the same 
goal. We want government to actually achieve things in a measur- 
able way and the most cost effective way, so thank you. 

Chairman Warner. I believe this is the first time this subject 
has been raised at the Federal level, so you are getting first im- 
pressions, and again, I think it has been very curious. On the tradi- 
tional ideological front, I would have expected almost the reverse, 
so I think that is provocative, as well, which I am — so, if you have 
got more information, if you have got more data, help us. 

I do think Dr. Liebman’s point that if there is real value savings, 
but because of the State-Federal match on Medicaid, States are not 
doing it because there is not that ability to kind of garner savings 
on both sides of the ledger, that is a bad business proposition. Now, 
you have got to prove that there is a savings, but that might be 
an area, and Sheldon left already, but I know he is passionate 
about. 

I think all of us — I do not want to be presumptive here — we are 
open to ideas. This group, by virtue of being on this committee, are 
willing to be a little more disruptive. I think we all realize there 
is a lot we can do better, and we are going to be in constrained 
times. And with $17 trillion in debt going up $4 billion a night, you 
know, if we do not find a better way, we are really up the creek. 
That is a technical political term. 

[Laughter.] 
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Chairman Warner. With that, the hearing is adjourned. 
[Whereupon, at 11:18 a.m., the committee was adjourned.] 
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MEMORANDUM April 1 1,2014 

To: Senator Jeff Sessions 

From: Jane G Gravelle, Senior Specialist in Economic Policy, 7-7829 

Subject: Response to Follow-Up Questions 


This memorandum responds to two follow-up questions from the April 8 Senate Budget Committee 
hearing on “Supporting Broad-Based Economic Growth and Fiscal Responsibility through a Fairer Tax 

Code.” 

Question 1. Your written testimony identifies your estimate, which you say is based on Joint Committee 
on Taxation projections, that "a tax increase equal to 0.45% of output would increase GDP by 0.5% in the 
long run (30 years)." Please describe how you arrive at your estimate. Please, also, identify whether 
further extrapolation would lead to the conclusion that a tax increase of 4.5% of output would increase 
GDP by 5% in the long run (30 years) and, if not, why not. 

Answer: The estimate with debt service was taken from a JCT growth model that can accommodate 
crowding out effects.* While the study was done by JCT, their method would have been to simulate 
supply side responses of labor and savings to the changes in tax rates (which would reduce output), but 
add to that simulation the effects of reduced crowding out (displacing private investment with deficits). 
To incorporate these effects they would add some portion of the deficit reduction to the capital stock 
(some portion likely flowed abroad) which would increase the capital stock. The next year, another 
addition to the capital stock would occur. This effect would continue year after year. This increased 
capital stock would eventually offset the supply side effect and outstrip it because it grows continually, 
while the supply side effect is a one-time change in levels of output. 

I used the JCT result which assumed that the Federal Reserve offset any contractionary effects, since 
these effects would be temporary, depend on the state of the economy, and would occur with spending 
reductions as well. 

You also asked whether you could increase the 0.45% tax cut to 4.5% and project an effect of 5%. 
Although production functions are raised to a power, for small changes of this type a linear extrapolation 
would be reasonable. Thus a 4.5% tax increase would be projected to increase output by approximately 
5% after 30 years. 


‘ Macroeconomic Analysis Of Various Proposals To Provide 5500 Billion In Tax Relief JCX-4-05, March 01, 2005, 
https://www.jct.gov/publications.html?fljnc=startdown&id=lI89. 
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Question 2: In your oral testimony, you argued that "macroeconomic estimates" ought not be used, since 
the economics profession seems not to know enough to make such estimates. Indeed, you stated that we 
"cannot get reliable estimates for macroeconomic effects." However, both the Congressional Budget 
Office (CBO) and the Joint Committee on Taxation (JCT) have, can, and will provide "macroeconomic 
estimates" of effects of large-scale proposals to alter taxes, expenditures, or other policies such as 
immigration policies. Do you believe that estimates of macroeconomic effects of alterations in tax, 
spending, or other policies produced by CBO and JCT are not reliable and therefore should be entirely 
discounted? Is it the official position of the Congressional Research Service that, given the state of 
knowledge in the economic profession, we cannot get reliable estimates for macroeconomic effects of tax, 
spending, or other policies? If not, what is the official position of the Congressional Research Service 
with respect to the utility of "macroeconomic estimates" produced by the CBO, JCT, or private-sector 
analysts? 

Answer: The effect of tax changes depends on the type of effects incorporated, the measurement of 
marginal and average tax rate effects, the type of model, the embedded behavioral responses, and the time 
frame. CRS Report KAHSl, Dynamic Scoring for Tax Legislation: A Review of Models, by Jane G 
Gravelle, outlines these effects and cites numerous studies and sources that show variability in the results 
of macroeconomic analyses. As this study notes, savings and labor supply responses can be in either 
direction, although the empirical research indicates the behavioral responses are small. 

There has, however, been considerable variation in projected effects. As a recent illustration, the 
macroeconomic analysis of Camp draft tax reform proposal by the Joint Committee on Taxation (JCT), 
found increases in GDP for the first five years ranging from 0.1% to 1.8%. The 1.8% result is 18timesas 
large as the 0. 1 % result. The large estimated effect appears to come, in part, from a recent innovation to 
the model by the firm that constructs the intertemporal overlapping generations (OLG) model leased by 
JCT. To my knowledge, this private sector model change has not been subject to review by economics 
professionals outside of JCT. The 0,1% effect comes from the JCT’s in-house neoclassical growth model, 
and is the equivalent of a one-time increase in output of about two weeks of normal growth which is, for 
practical purposes, not different from zero. 

The following is a brief review of the sources of variation in results in macroeconomic models. 

First, there are three different types of effects to consider: aggregate demand effects, crowding out 
effects, and supply side effects. The first two effects work in opposite directions for a tax cut or increase. 
There are some strong arguments against including the first effect for considering permanent tax policy. 

Second, it is important to measure effective, not just statutory, marginal tax rate changes. If a reform 
increases the share of income taxed at the margin, the effective tax rate increases. Thus, disallowing 
itemized deductions raises the marginal effective tax rate. Based on information provided to the public, it 
does not appear that the measurement of effective marginal tax rate in the JCT analysis folly incorporates 
these effects. If they were, it is quite possible that the tax reform they analyzed could contract rather than 
expand output. 

Third, the effects vary depending on whether a neoclassical growth model or an intertemporal model 
is used. Intertemporal models involve strong assumptions of foresight and certainty by individuals, rather 
than relying on empirical estimates of responses. Intertemporal models generally include only supply side 
responses. 

Fourth, the strength of behavioral responses can differ (and have differed) within models. Modelers 
constructing intertemporal models do not appear to conform their behavioral responses to the empirical 
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data and there can be significant differences. For example, until recently, the labor supply response to a 
permanent marginal tax rate change was four times as large in the CBO OLQ model as in the OLG model 
used by JCT. CBO has lowered their response recently, and JCT increased their responses but there is 
still a gap of 0. 1 and 0.4 between the various assumptions in CBO and JCT models of both types. That 
means the response to a simple supply side reduction in response to marginal taxes on labor will be four 
times as large in one model as in another. 

Finally, the results will vary over time. As is the case of revenue estimates, the effects may be 
different outside the budget window. 

The Congressional Research Service as an institution does not take official positions on policy 
matters; the analysis of their researchers is incorporated in CRS reports. 
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Answers to Questions from Senator Johnson 
Question 1 

Governing Involves choices. I do not believe that providing a tax reduction for the 
very wealthy is a wise choice at a time of extremely high inequality in both 
income and wealth. The resources that would be devoted to such a tax reduction 
should be used for other proposals. One example is the 21®* Century Worker Tax 
Cut Act, introduced by Senate Murray, which would provide assistance to working 
families with children. 

Question 2 

This may surprise you, but I think that the long-term impact (beyond the 10-year 
budget window) of spending proposals should be considered just as the long-term 
impact of revenue measures should be. I just think that relying on the 10-year 
window to assess tax reform while using long-term projections to urge cuts in 
entitlement programs is at best inconsistent. 

Answer to Question from Ranking Member Sessions 

I think that during the hearing you and I agreed that the most serious challenge 
facing this country is the lack of domestic employment opportunities. Given 
globalization, I think we have a long-term challenge in providing quality jobs for 
our workers. 

The models used by the Joint Committee on Taxation assume equilibrium of 
supply and demand for labor and capital. That does mean that they assume that 
there is no such thing as involuntary unemployment or unused capital. According 
to a description of the OLG model published by the JCT, the OLG model assumes 
that supply equals demand in every period, an assumption that we know is 
incorrect. The MEG model acknowledges the possibility of temporary periods of 
unemployment, but it assumes that prices will adjust (that is wage rates will fall) 
to bring supply and demand for labor into balance. 
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Those assumptions of equilibrium essentially assume that the economy is 
operating at full capacity and are critical for projections of positive growth from 
tax policy changes designed to increase labor supply. Increased supply of labor 
can result in greater growth only in the case of an economy operating at full 
capacity. Otherwise, the increased supply of labor will only increase levels of 
unemployment. 

My problem with the JCT models is not that they would fail to accurately assess 
the economic impact of tax reform. In my mind, that is a given since those 
models have never been accurate in the past. The real problem is that they could 
facilitate a tax reform that could worsen the lack of job opportunities in our 
country. 

According to the JCT macroeconomic analysis of the Camp tax reform plan, it "is 
expected to increase the cost of capital for domestic firms, thus reducing the 
incentive for investment in domestic capital stock". As a result of those reduced 
incentives, the MEG model concludes that in the second half of the budget 
window the Camp plan would reduce domestic investment capital under each of 
6 different assumptions. 

I believe that a tax reform plan that reduces domestic investment capital is the 
wrong way to respond to our employment challenge. I would like to think that is 
another area where we could agree. 
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Dear Senator Sessions, 

Thank you for inviting me to testify. In discussions of inequality, many people, such as 
Professor Thomas Piketty and the International Monetary Ftmd, use pre-tax, pre- 
transfer measures of income based on tax units. As my Manhattan Institute colleague 
Scott Winship has discussed in Forbes, tax units are poorer than households.' The 
income measure does not measure well-being, because it does not include money paid 
in taxes or given back in transfers. 

This concept of income is far removed from reality. The top one percent paid 35 percent 
of all federal individual income taxes in 2011, and the top half of earners paid 97 
percent. The bottom half of earners paid 3 percent, and received back a share of the 97 
percent paid by the top half for programs including Medicaid, food stamps, the earned 
income tax credit, housing vouchers, and unemployment insurance. 

The idea that inequality can be measured by income irrespective of taxes and transfers 
makes little sense. Many economists, such as Uiuversity of Chicago professor Bruce 
Meyer and University of Notre Dame professor James Sullivan, have included taxes 
paid and transfers received and computed measures of inequality of consumption, a 
more realistic guide to well-being. They concluded in a series of papers, including one 
for the Brookings Institution, that consumption inequality has not increased and that 
poverty, while not cured, is declining.^ In addition, Cornell University professor 
Richard Burkhauser, has pubUshed extensive research concluding that using different 
measures of income dramatically reduces observed income inequaUty.3 


> Winship, Scott, "Whiter the Bottom 90 Percent Thomas Piketty?" and "Is Inequality Growing Out of 
Control?," Forbes, 2014. 

^ Meyer, Bruce D. and James X. Sullivan, "Winning the War: Poverty from the Great Society to the Great 
Recession," Brookings Intuition, 2012. 

3 Armour, Philip, Richard V. Burkhauser, and Jeff Larrimore, "Levels and Trends in United States Income 
and Its Distribution A Crosswalk from Market Income Towards a Comprehensive Haig-Simotrs Income 
Approach," National Bureau of Economic Research, 2013. 
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HM GOVERNMENT RESPONSES TO RANKING MEMBER SESSIONS QUESTIONS FOR THE RECORD, 1 
MAY 2014 

Costs of Social Impact Bonds 

During the hearing it was asserted that when assessing the total cost of a social impact bond we 
should consider the savings generated by reductions in a social ill. In particular, witnesses cited the 
savings generated from fewer persons imprisoned as a result of a social impact bond. 

1. When calculating cost savings from a social impact bond, is it more appropriate to use average 
or marginal cost? 

How the cost savings from a SIB are calculated depends on what the analysis will be used for. If 
the focus is cashable savings the commissioner may want to consider only the marginal cost as 
this will be a truer reflection of cashable savings. On the other hand, if the focus is economic 
value then an overage cost may be more appropriate. 

2. What is the marginal cost savings for each fewer prisoner incarcerated? 

The marginal costs of incarcerating someone vary depending on factors including the prison, the 
area, and the security level. However it is likely that there are low marginal cashable savings 
associated with small reductions in people incarcerated in a prison. 

3. How large a reduction in prison population would be required to reduce fixed costs? 

The size of a reduction in a prison population required to reduce fixed costs will depend on the 
prison and its operational requirements. However, in order to generate savings that are 
cashable it is likely that a substantial port of the prison would need to be closed (and possibly 
used for something else). 

4. If a social impact bond was structured with sufficiently high social goal that the government 
would realise savings equal to or greater than the cost of repaying the private investor, do you 
believe private investors would put their money into these SIBs? 

Investors will take a view on investing in SIBs on a case by case basis and in line with their own 
investment goals and risk appetite. At a minimum, however, the risk adjusted return on an 
investment in a SIB would need to be above the cost of the intervention and the minimum 
required financial return. 

Social impact bonds are often structured so that governments pay back investors as a funaion of the 
programme's success. For example, the government will make payments to investors equal to X 
percent of the cost of providing special education classes for year a student what was predicted to 
need these classes does not. 

5. Does this create an incentive for programme administrators to overestimate future potential 
cots, in this example, for instance, identifying a child who would never need special education 
as one that would? 

As with many policy interventions, it is possible that perverse incentives will be generated in a 
SIB. These must be considered in the design of the SIB and appropriate measures put in place to 
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mitigate them. For example a robust counterfactual or baseline should give on indication of 
what demand for a service might have been in the absence of an Intervention. 

One of the assumptions about social impact bonds is that they shift risk from the government to the 
private investor. 

6. Is there evidence to suggest that private investors have higher tolerance for risk in public 
programmes than government? 

SIBs ore a new policy tool and as such there is relatively limited evidence about them. What can 
be said, however, is that so far government and private investors have been able to agree a 
price for a given risk which satisfies both parties, which suggests an efficient transfer of risk. 

7. If a few social impact bond programmes fail to meet their goals, resulting in losses to investors, 
do you think future investors would be more hesitant toward social impact bonds? 

a. Would investors demand higher return rates to invest in a SIB? 

If some SIBs fail to deliver results investors may begin to see them as a risky investment. 
However, whether a SIB succeeds or fails may well be as much about the intervention 
used os the SIB structure itself. If SIBs are used to test innovative interventions both 
investors and government must be prepared to accept some level of failure. In an ideal 
world evidence on what is effective and what is not would feed Into future Investment 
and commissioning decisions. 

b. Are you aware of a social impact bond that has failed? 

SIBs are a new policy tool and so are at too early a stage for any to be said to have 
succeeded or failed. Early results from the Peterborough SIB are promising: reoffending 
among short-sentence prisoners receiving support through the SIB has fallen by 11% 
while nationally that figure has risen by 10%. 
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QFR Response of Kyle McKay 

5.1.14 Social Impact Bond Hearing, Government Performance Task Force, U.S. Senate Budget 

Committee 

1. When calculating cost savings from a social impact bond, is it more appropriate to use average 
or marginal costs? 

The Vera Institute of Justice has an excellent primer on estimating cost savings in criminal justice 
entitled "A Guide to Calculating Justice-System Marginal Costs." According to Vera, 

It is impossible to overstate the importance of using marginal costs in a [cost benefit analysis].... 
"Marginal" does not mean small or insignificant. It means at the margin of an existing level of 
operations and describes the cost or benefit that will be realized because of changes in units of 
activity. In the context of the criminal justice system, the marginal cost is the amount of change 
in an agency's total operating costs when output (such as arrests, court filings, or jail days) 
changes because of changes to policies or programs. 

The figures shown and the approach in the Vera paper are similar to those used in Maryland. The short- 
term marginal cost savings associated with a reduction of one prisoner are approximately $5,000 per 
year. This amount is substantially lower than the average costs, commonly between $30,000 and 
$50,000 per person per year, because the fixed costs associated with buildings and payroll can only be 
reduced with large reductions in prison or jail populations. Additionally, higher long-run marginal costs 
which account for some fixed cost reductions may not be appropriate for a small pilot program, as a 
cohort based analysis typically shows a gradual rise and then decline in impact as the program winds 
down— Indicating that the greatest reduction in prison or jail beds is not sustained for a long period of 
time. 

This is the primary reason why the social impact bond study conducted in Maryland showed that a pilot 
program would be too small to produce meaningful cost savings to the government and the RAND 
evaluation of the Peterborough pilot program concluded that the program was too small to produce 
savings. 

Despite the consensus about these fiscal estimation techniques among public finance experts, some 
confusion may exist in social impact bond discussions because advocates and popular press stories 
commonly use average cost figures as proof that pilot programs can produce significant expenditure 
reductions. 

In policy areas outside of criminal justice the gap between average and marginal costs may be narrower, 
but a blind use of average costs as the measure of cost savings will likely produce substantial errors in 
fiscal estimates. 

2. What is the marginal cost savings for each fewer prison incarcerated? 
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A 2009 analysis by the Washington State Institute for Public Policy found a short-run marginal cost 
savings of $4,495 per person per year and a long-run rriarginal cost of $13,921. In Maryland, according 
to the Maryland Department of Public Safety and Correctional Services, the marginal costs In 2012 was 
approximately $4,623 per person per year. 


3. How large a reduction In a prison population would be required to reduce fixed costs? 

In Maryland, according to estimates from the Department of Public Safety and Correctional Services, the 
state would need to realize a reduction of at least several hundred prisoners per year in order to capture 
a reduction in the facility based fixed costs. It is important to note that a reduction in the prison 
population must be sustained in order to successfully close a prison or prison wing. Otherwise, the state 
will incur the costs to close a facility and then the costs to reopen the facility when demand 
subsequently increases. 

It is also important to note that prison bed demand Is driven by complex interactions between crime, 
detection, the judiciary, and agency discretion. Therefore, a one-to-one relationship between recidivism 
and state prison bed demand is unlikely. In states with substantial overcrowding, for example, 100 
diverted individuals may not create 100 empty beds if the judiciary or criminal Justice department has a 
pent up demand for prison beds beyond the current supply. Instead, the bed days avoided by the 100 
diverted individuals may be filled, at least In part, by other individuals. 

4. If a social impact bond was structured with a sufficiently high goal that the government would 
realize a savings equal to or greater than the cost of repaying the private investor, do you 
believe private investors would put their money into these SIBs? 

A program would have to operate at a large scale to impact fixed costs and approach budget neutrality. 
To illustrate this concept, consider a reentry program for prisoners. Highly effective reentry programs 
reduce reimprisonment by 10 to 20 percent. Applying a 20 percent reduction in general recidivism to a 
three-year reimprisonment rate of approximately 27.0 percent, which is an average reimprisonment 
rate, the total number of reimprisonments avoided as a result of a highly effective reentry program Is 
proportionally a small reduction of 5.4 percent of the total number of inmates released through the 
reentry program. The cost savings from these 5.4 percent of participants must therefore finance the cost 
of providing services to 100 percent of program participants. 

A program large enough to self-finance itself would likely require a program so large that the 
government may risk substantial negative impacts on social welfare if the program fails or is cancelled. 
Due to these risks, as well as the experimental design of social impact bonds and the added costs to the 
government in this model, a large scale program would not be appropriate for a social impact bond. 
Most (if not ail) programs suitable for social impact bonds would therefore be unable to substantially 
self-finance themselves from cost savings to the government. 
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5. Does this create an incentive for program administrators to overestimate future potential cost, 
in this example, for instance, identifying a child who would need education as one that would? 

Because the social impact bond model is expensive compared to direct government financing, the 
potential payments made to investors are typically Justified using expenditure reductions created by the 
program. This creates an obvious pressure to overestimate the potential cost savings to the state from 
expenditure reductions. 

6. Is there evidence to suggest that private investors have a higher tolerance for risk in public 
programs than governments? 

Because existing social impact bond contracts are complex and subject to cancellation, it is not clear at 
this point whether existing social impact bonds have actually transferred the majority of outcome risk 
onto investors. Therefore it is difficult to precisely estimate the historical risk tolerance of investors. 

Some philanthropic foundations may have a larger risk tolerance for experimental programs than 
governments, viewing social impact bond type arrangements as appealing alternatives to grant-based 
research pilots. More profit driven investors may conversely attempt to mitigate risk and maximize 
return to an extent that the actual risk tolerance of private investors may be lower than that of the 
government. 

More importantly. Independent of the risk tolerance of private investors, the allocation of risk in public- 
private partnerships such as social impact bonds "should be based on analysis of which partner has the 
relevant resources, expertise, and knowledge to manage and control the risk" (Public-Private 
Partnership and the Public Accountability Question, Public Administration Review). Though non-profits 
and some investors may have a greater degree of expertise in some program types, generally there is 
not good evidence to suggest that third parties will be more efficient at managing and selecting social 
service programs while managing complex risk. Significant informational asymmetries between 
government agencies that have operated criminal justice programs for decades in local jurisdictions and 
external investors with limited knowledge of local communities and programs will reduce risk capacity 
and efficiency, for example. Appropriately pricing social impact bonds and allocating risks will require 
investors and participants to reduce these informational asymmetries and agree on a rate of return 
attenuated to the actual degree of risk shifted. 

7. If a few social impact bond programs fail to meet their goals, resulting in losses to investors, do 
you think future Investors would be more hesitant toward social impact bonds? Would investors 
demand higher return rates to invest in a SIB? 

It is quite possible that investors may not appreciate the actual risks Incurred and would require greater 
returns on investment following a non-payment. Financial and insurance markets have repeatedly 
illustrated that despite readily available financial advice and sophisticated risk estimation and pricing 
techniques, significant numbers of participants fail to understand risk in key investment decisions. Even 
supposedly sophisticated investors have made substantial mistakes in investing, such as 
misunderstanding the correlated risks in collateralized debt obligations for mortgage backed securities. 
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8, Are you aware of a social impact bonds that has failed? 

The Peterborough pilot was terminated early due to a desire by the U.K. government to engage in 
broader policy changes. This cancellation shows that a social impact bond program can impede larger 
scale policy changes due to the opportunity cost of the program and requirements of the evaluation. It 
also demonstrates that the government bears the ultimate risk in almost every human service contract 
and that cancellation risk is real and can result in high start-up costs with little to show in return. 

A second evaluation conducted by RAND released last month provides valuable insights into the 
program. The evaluation found, for example, that the program as implemented "does not have a 
defined intervention model or theory of change...possible disadvantages of this flexible approach are 
that it is challenging to evaluate whether elements of the One Service are effective - and if so, which 
elements - since the content of the intervention differs between cohort members and over time." 
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Executive Summary 


Social impact bonds (SlBs) represent a 
relatively new concept for financing and 
contracting for the delivery of social service 
programs. They are designed with the 
intention of shifting the financial risk of 
performance-based payments from providers 
onto investors. This allows governments to, 
in theory, increase the portion of funding 
linked to the achievement of an outcome 
without damaging the funding of service 
providers. 

Although actual bonds are not typically 
issued, the government contracts with 
investors, a program manager, and nonprofit 
service providers for a SIB program. If an 
independent evaluator finds that the SIB 
program produced outcomes equal to or 
greater than the targeted levels, then the 
government reimburses the investors for 
their capital, along with a return on 
investment. In the event that the program 
does not produce the targeted outcomes, 
then the investors receive no compensation 
from the government and lose their capital 
investment. 

The Department of Legislative Services 
(DLS) has conducted a review of the 
feasibility, potential benefits, and risks 
associated with financing reentry programs 
using SIBs. Reentry programs are of 
particular interest to the Department of 
Public Safety and Correctional Services 
(DPSCS) based on its mission. Reentry 
programs are also generally considered a 
strong candidate for SIBs due to the 
potential for large cost savings to the 
government through the successful reduction 
of re-imprisonment. Based on the benefits 
commonly associated with SIBs, DLS 


evaluated the potential of SIBs to generate 
cost savings, help finance social programs, 
shift outcome risk, increase innovation in 
reentry programming, and build more 
rigorous evidence for policy decisions. 

Even when using a set of highly 
optimistic assumptions, it is clear that pilot 
reentry programs cannot self-finance their 
operations. Because pilot programs cannot 
create a large enough reduction in demand 
to close a facility, the cost dynamics are 
driven by much smaller marginal cost 
savings. As a result, a program that 
produces a 10% reduction in recidivism for 
250 prisoners per year over five years will 
only result in minimal avoided 
imprisonment costs. Before including the 
cost of direct services, the fixed costs of 
designing the contract, compensating a 
third-party intermediary, and conducting an 
independent evaluation, at $700,000 
collectively, would alone exceed the fiscal 
benefits. Including service costs of $2,500 
per participant, the program would result in 
a net fiscal impact of -$3.9 million. 
Doubling the size or assumed effectiveness 
of the program would not result in a positive 
net fiscal impact. 

These results indicate that the additional 
costs of a SIB program cannot be justified 
by offsetting savings. Other potential 
benefits do not justify the cost or complexity 
of a SIB program either. Given the 
difficulty of linking the evaluation of a 
social program to a highly complex contract 
centered on an outcome payment, the 
government may actually increase its 
operational risks in undertaking a SIB. The 
government would also need to budget 
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upfront for the contingent liabilities of 
outcome payments. As a result, a SIB 
program would increase both budgetary 
pressure and operational risks. 

Reentry programs can have great social 
value independent of their fiscal impact. 
The decision to finance them should be 
made independent of whether or not they 
can be self-financed through cost savings 
and a SIB mechanism. Because they are 
especially valuable and effective when 
integrated and combined with larger scale 
policies aimed at reducing recidivism and 
increasing public safety, DLS recommends 
that DPSCS continue to directly finance 
reentry programs while pursuing other 
organizational and policy changes likely to 
have greater impacts while posing less risk 
than a SIB financed program. 
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Evaluating Social Impact Bonds as a New Reentry Financing 

Mechanism: 

A Case Study on Reentry Programming in Maryland 


Reasons for This Study 

In the fiscal 2013 Overview of the Department of Public Safety and Correctional Services 
(DPSCS), the Department of Legislative Services (DLS) recommended that DPSCS begin 
examining the possibility of utilizing social impact bonds (SIB) by developing a request for 
information. In the interim, DLS has conducted a parallel review of the feasibility, potential 
benefits, and risks associated with financing reentry programs using SIBs. 

The benefits commonly associated with SIBs are numerous. According to nonprofit 
organizations associated with their development, SIBs offer governments the ability to raise new 
revenue while shifting outcome risk for specific programs to the private sector. Under a SIB, the 
government contracts to reimburse investors only when positive outcomes are achieved. 
Payment amounts are based on the cost savings that the government realizes from the program. 
Because of the emphasis on outcome-based payments, SIBs help increase the rigor of evidence 
in policy decisions by requiring programs to be evaluated using advanced statistical methods. 

These potential advantages are especially promising for reentry programming within 
DPSCS. Reentry programs can reduce the rate of recidivism, thereby reducing the long-term 
cost of incarceration. Beyond the potential cost savings, improving offender reentry into the 
community and reducing recidivism rates is a key part of the department’s mission, especially as 
it moves forward with its reentry focused reorganization plan. However, past efforts to 
implement reentry programming in Maryland have not produced measurable improvements. 
Implementing a SIB, if feasible, could help stimulate innovation in programming while 
increasing the evidence base for future decisions. 

This report evaluates whether SIBS can (1) generate cost savings; (2) help finance social 
programs; (3) shift outcome risk; (4) link payments to outcomes; (5) increase the rigor of 
evidence used in policy decisions; and (6) stimulate innovative solutions. 

Following a brief introduction to the mechanics of SIBs, this funding option will be 
evaluated relative to each of these categories of potential benefits for a reentry program. 


Bacl^round on Social Impact Bonds 
How They Work 

SIBs are a new form of a performance-based contract. Under more traditional forms of 
performance-based contracts, governments typically provide a fixed rate of reimbursement based 

1 
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on the costs that contractors incur. In addition to this fixed rate, performance-based contracts 
include provisions for reimbursements based on some combination of quality and outcome 
measures. 

Under a traditional performance-based contract, providers, especially smaller community 
based nonprofits, can have solvency challenges associated with unpredictable cash flows. If 
20% of normal contract funding is based on an outcome that is not achieved, this may cripple the 
operational funding of the nonprofit. The design of a SIB is intended to remedy this problem by 
providing the upfront working capital to service providers from external investors. Thus, if an 
outcome is not achieved, it is the investors who lose money, not the service providers. This 
allows jurisdictions to, at least in theory, increase the portion of funding linked to the 
achievement of an outcome without damaging the solvency of service providers. 

Exhibit 1 shows the key parties and relationships for funding and service delivery in a 
SIB reentry model. Although actual bonds are not typically issued, the government contracts 
with investors, a program manager, and nonprofit service providers for a SIB program. Investors 
provide funding to the program manager. The program manager disburses funds to nonprofit 
partners who deliver the services. As services are delivered, an independent evaluator funded 
directly by government conducts a rigorous statistical program evaluation. If the evaluator finds 
that the SIB program produced outcomes equal to or greater than the targeted levels, then the 
government reimburses the investors for their capital, along with a return on investment (ROI). 
In the event that the program does not produce the targeted outcomes, then the investors receive 
no compensation from the government and lose their capital investment. 


Exhibit 1 

Basic Illustration of a Social Impact Bond Reentry Model 
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Source: Department of Legislative Service 
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Regardless of the outcome, the government compensates the program manager and 
independent evaluator for the contract design, management fee, and independent evaluation. The 
government also operates the prison facility where the target population resides and the data 
systems used to conduct the evaluation. In Exhibit 1, the thin arrows represent funding flows, 
and the thick black arrow represents service delivery. 

Under the traditional conception of a SIB, 100% of the payment is linked to the 
achievement of performance outcomes. In other conceptions, the risk incurred by investors can 
be decreased by tying less than 100% of the payment to an outcome. In all cases, the investors 
are compensated with a return on an investment that resembles the interest on a bond if the 
outcomes are achieved. 

Peterborough Pilot Program 

SIBs originated in the United Kingdom (U.K.) with a pilot program currently active in 
Peterborough. The program is intended to reduce one-year recidivism rates among short-term 
incarcerated offenders. Though SIBs are usually associated with payments linked to cost 
savings, payments are structured differently in Peterborough. 

As one of the primary nonprofits associated with SIBs articulated, “SIBs... allow[] 
governments to transfer the financial risk of prevention programs to private investors based on 
the expectation of future recoverable savings.”' However, in Peterborough, payments are based 
on an undisclosed, negotiated value that includes consideration for the cost savings to the 
government but was ultimately based on negotiations between the government and third parties, 
representing an acceptable level of return for the third party intermediary and investors. The 
payments were justified in terms of social value for the government “on the basis that the SIB 
was innovative.”^ 

In the Peterborough pilot, the national U.K. government will reimburse investors if an 
independent assessor concludes that the program achieves a recidivism reduction of 7.5% or 
greater in the local prison. Returns to investors may be as high as 13.0% per year over an 
eight-year period, depending on the amount by which the program exceeds the 7.5% target. 

Social Finance U.K. serves as the project manager and receives a management fee. 
Multiple nonprofit service providers, selected based on their reputation for high performance, 
operate in cooperation to provide reentry programming for prisoners leaving a single host prison. 
The U.K. government issued no actual bond. Instead, it contracts with the relevant parties. The 
complexity of these contracts is the primary reason why the project took two years to develop, a 
timeline consistent with experiences in Massachusetts, a state which has been developing a 
similar pilot program. 


‘ A New Tool for Scaling Impact, available at SocialFinanceUS.org. 

^Lessons learned from the planning and early implementation of the Social Impact Bond at HMP 
Peterborough, RAND Europe, 201 1 
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Evaluating the Potential for Cost Savings 

The majority of cost savings from a reentry program are associated with avoided 
reimprisonment. Within this category, the largest cost savings come when an agency can close a 
wing of a prison or an entire prison due to a drop in the number of prisoners. In Maryland, this 
typically requires a reduction of at least a few hundred prisoners per year. Until this threshold is 
obtained, DPSCS can only save on marginal costs for inmate wages, contractual services, 
materials, supplies, food, and medical costs. These marginal costs are approximately $4,623 per 
inmate per year for the department. 

Statistics on recidivism and reimprisonment are not available for Maryland. Exhibit 2 
depicts the national trends for reimprisonment used for the financial models described below. 
Between 1994 and 1997, nationally, 5.0% of released prisoners returned to prison within 
six months. An additional 6.0% returned between six months and one year after release. In 
total, 27.0% of prisoners returned to prison within three years. This is based on a re-arrest rate 
for new crimes of 71.6% and a reconviction rate of 50.2% within three years of release from a 
state prison. The re-arrest and reconviction rates are two of the more common rates reported as 
the “recidivism rate” for jurisdictions. The reimprisonment rate is relevant to this analysis. A 
three-year, 27% rate of reimprisonment is broadly consistent with more recent studies conducted 
across a number of states by The Sentencing Project.^ 


Exhibit 2 

National Reimprisonment Rate 
Calendar 1994-1997 


Time 

Percent 

6 months 

5% 

Up to 1 year 

11% 

Up to 2 years 

20% 

Up to 3 years 

27% 


Source: Bureau of Justice Statistics, Prisoner Recidivism Data Analysis Tool 


Based on an extensive review of the research literature, highly effective programs can be 
expected to reduce the recidivism rate by a maximum of approximately 20.0%. Applying this 
20.0% reduction in general recidivism to a three-year reimprisonment rate of approximately 
27.0%, the total number of reimprisonments avoided as a result of a highly effective reentry 
program is proportionally a small reduction of 5.4% of the total number of inmates released 


^ State Recidivism Studies, 1995-2009 
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within the hypothetical reentry program. The cost savings for this 5.4% must therefore be equal 
to or exceed the cost of providing services to the 5.4% of participants avoiding reimprisonment 
and the remaining 94.6% of program participants. 

Scenario One: 10% Recidivism Reduction 

Using the national reimprisonment rates from Exhibit 2 and the marginal cost per inmate 
of $4,623 in Maryland, an optimistic model was constructed. It was assumed that prisoners 
served an average of three years after reimprisonraent. The relationship between the program 
effect and the effects on the broader demand for prison beds was assumed to be equal. If, as a 
result of the program, 10 fewer individuals were reimprisoned each year, it was assumed that this 
directly resulted in a drop in demand of 10 beds per year. 

The pilot program was also assumed to be effective with a reimprisonment reduction 
effect of 10%. This program effect of a 10% reduction in recidivism is in the upper range of 
effective programs. Many programs produce no measurable change in recidivism, and many 
successful programs produce a reduction smaller than 10%. To account for this fact, cost-benefit 
analysis in criminal justice commonly uses the average program effect, which would be even 
lower than the 1 0% used here. 

The pilot program was assumed to have 250 participants per year. Realistically, 
operating a pilot program with this many participants may be difficult to achieve, considering 
this represents approximately 4% of total fiscal 2011 releases in Maryland. Reentry pilot 
programs, including some programs offered in Maryland, commonly aim for 250 total 
participants over the life of the pilot but often have difficulty achieving this much lower target. 

Exhibit 3 depicts the number of prison beds saved by the Division of Correction per year 
under these assumptions and the associated cost savings. Over time, each operating year has a 
higher number of prison beds saved based on the cumulative effect of prisoners serving three- 
year terms (with staggered start times throughout each year). Although this, program would be 
considered effective, it would result in a maximum of 19 saved prison beds in fiscal 2016 for a 
fiscal benefit of $89,571 in that year. The program would yield a total fiscal benefit of $247,908 
in cost savings from avoided marginal costs over a five-year period. 
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Exhibit 3 

Schedule of Benefits, Scenario One 
Fiscal 2012- 2016 


Year 

No. of 
Program 
Particinants 

Returning to 
Prison Before 
Program Effect 
(No. of Personsl 

Program Effect 
(No. of Persons Not 
Going to Prison) 
Current Year 

Prison 

Beds 

Saved 

Cost 

Savinas 

2012 

250 

27.5 

-2.75 

1 

$6,357 

2013 

250 

50.0 

-5.00 

5 

24,271 

2014 

250 

67.5 

-6.75 

11 

51,431 

2015 

250 

67.5 

-6.75 

17 

76,280 

2016 

250 

67.5 

-6.75 

19 

89,571 

Total 

1,250 

280.0 

-28.00 

54 

$247,908 


Source: Department of Legislative Services 


Exhibit 4 details the costs of operating the program and reveals the total net fiscal impact 
after including the benefits from Exhibit 3. The cost of direct services was budgeted at $2,500 
per participant. A cost per participant of $2,500 is on the lower end of the program cost 
spectrum but reflects the costs associated with a more intensive reentry program that is more 
likely to show a positive program effect. 


Exhibit 4 

Total Net Fiscal Impact, Scenario One 
Fiscal 2012-2016 


Total Benefits 

Marginal Cost Avoidance (Exhibit 3) 

$247,908 

Variable Costs 

Direct Services at $2,500 Per Participant 

-$3,125,000 

Investor Return 

Return on Investment at 10% 

-$312,500 

Fixed Costs 

Program Evaluation 

Contract Design 

Management Fee to Intermediary at $50,000 Per Year 

-$150,000 

-300,000 

-250,000 

Net Fiscal Impact 

-$3,889,592 


Source: Department of Legislative Services 
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The remaining cost assumptions were also optimistic. 

• The program evaluation costs were assumed to be at the lowest possible cost. Program 
evaluations frequently cost more than double the $1 50,000 budgeted in this scenario. 

• The contract design cost was budgeted at $300,000. Each SIB contract is unique to the 
local program and jurisdiction. As such, each contract design will be expensive and time 
consuming, and Maryland cannot simply replicate an existing contract model to avoid the 
costs of designing the contract with local and national partners. Maryland can expect a 
full design process to take approximately two years. 

• The management fee to the intermediary is only large enough to pay for $50,000 per year 
in management fees at $250,000 over five years. 

• The return to investors was budgeted at 10%, below the maximum 13% ROI amount used 
in Peterborough. 

Using these figures, the fixed costs would equal $700,000, and total variable costs would 
equal $3,125,000. Combining these costs with the ROI and the fiscal benefits, the net cost of the 
program to the department would be approximately $3,889,592, as depicted in Exhibit 4. 

This optimistic scenario reveals that a successful reentry program cannot self-finance 
using the cost savings to the government. The marginal cost avoidance represents less than 6% 
of the total costs of operating a SIB financed reentry program. If the program failed to 
demonstrate the targeted outcomes after a full five years of operations, the government would, at 
a minimum, incur $700,000 in costs as a result of the financing mechanism, due to the costs of 
the program evaluation, contract design, and management fee. The department’s avoided cost of 
direct services, funded by the loss of investors’ capital, would depend on the ability of the 
contract to effectively shift financial risk onto investors - an issue explored in greater depth in 
the limitation section of this analysis. 

Scenario Two: 20% Recidivism Reduction and Lower Costs 

Even if the assumptions in the first scenario are each modified to reflect a more 
optimistic set of assumptions, the net fiscal impact of a successful program would still remain 
negative. 

Two primary adjustments were made to model a highly optimistic scenario: 

• the program effect was revised upwards from 1 0 to 20%; and 

• the management fee to the intermediary was revised downward from $250,000 to 
$150,000. 
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As Exhibit 5 depicts, an increase in the expected program effect from !0 to 20% results 
in a 100% increase in the prison beds avoided and total cost savings from Scenario One. Before 
including the costs of operating the program using a SIB, the savings from a reduction in 
reimprisonment represent a maximum fiscal benefit per year of $179,141 and a total fiscal 
benefit of $495,817 over a five-year period. However, even under this highly optimistic set of 
assumptions, only a maximum of 39 prison beds are avoided in fiscal 2016. The department is 
only able to close a facility when the number of beds saved each year is consistently at least 
several hundred per year. 


Exhibit S 

Schedule of Benefits, Scenario Two 
Fiscal 2012-2016 


Year 

No. of 
Program 
Particiuants 

Returning to 
Prison Before 
Program Effect 
(No. of Persons! 

Program Effect 
(No. of Persons Not 
Going to Prison) 
Current Year 

Prison 

Beds 

Saved 

Cost 

Savings 

2012 

250 

27.5 

-5.5 

3 

$12,713 

2013 

250 

50.0 

-10.0 

11 

48,542 

2014 

250 

67.5 

-13.5 

22 

102,862 

2015 

250 

67.5 

-13.5 

33 

152,559 

2016 

250 

67.5 

-13,5 

39 

179,141 

Total 

1,250 

280.0 

-56.0 

107 

$495,817 


Source; Department of Legislative Services 


Exhibit 6 provides a comparison of the cost savings with the variable and fixed costs. 
Using these benefits to inform an assumption about the cost of direct services, it is apparent that 
a program that approaches fiscal balance would have very little funding available for direct 
services. Even after doubling the assumed efficacy of the program, the fixed costs of a SIB 
program alone would exceed the fiscal benefits. This means that any money spent on direct 
services increases the net negative fiscal impact of the program to the government. 
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Exhibit 6 

Total Net Fiscal Impact, Scenario Two 

Fiscal 2012-2016 


Total Benefits 

Marginal Cost Avoidance (Exhibit 5) 

$495,817 

Variable Costs 

Direct Services at $250 Per Participant 

-$312,500 

Investor Return 

Return on Investment at 1 0% 

-$31,250 

Fixed Costs 

Program Evaluation 

Contract Design 

Management Fee to Intermediary at $30,000 Per Year 

-$150,000 

-300,000 

-150,000 

Net Fiscal Impact 

-$447,933 


Source: Department of Legislative Services 


Using $250 per participant to illustrate the fiscal dynamics at the lowest conceivable cost 
still results in a net fiscal impact of -$447,933 over the life of the program. A program with only 
$250 to spend on direct services per participant would provide very limited services. Low 
intensity interventions are not likely to produce a reduction in recidivism close to 20%. 
Exhibit 6 depicts the total net fiscal impact of the program across all five years of program 
operations using this second order, final modification of the assumptions from the first scenario. 

Doubling the size of the program does not alleviate the negative fiscal impact. Even 
under highly optimistic assumptions, a program that had 500 participants complete the program 
each year would only reduce the demand for prison beds by a maximum of 78 beds in year five 
of the program, a reduction in demand well below the number needed for even a partial facility 
closure. For a pilot program then, the fiscal impact is determined by the benefits associated with 
the avoided marginal costs per inmate and the costs of offering the reentry programming. Given 
these dynamics, even under optimistic assumptions, it is apparent that a highly effective program 
cannot self-finance. 
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Accuracy of Fiscal Estimates 

. These projections are not intended to reflect actual DPSCS experiences with reentry 
programming. The actual relationship between reentry programs and the demand for prison beds 
is unknown. Because the department has discretion over facility use and prison bed demand is 
driven by complex interactions between crime, detection, the judiciary system, sentencing, and 
DPSCS discretion, a one-to-one relationship between recidivism and State prison bed demand is 
unlikely. The relationship between reentry programs and prison bed demand was assumed to be 
direct in the scenarios above, yet the cost dynamics were not positive. The true interactions are 
likely to be less favorable to strategies attempting to finance pilot reentry programming through 
cost savings experienced during the life of the program. 

Both scenarios described earlier neglect the fiscal impact outside of the cost of 
reiraprisonment for expenditures related to parole and broader social services funded by the 
State. In the case of avoided parole, there may be some additional savings, but the cost of parole 
is generally much smaller than the marginal cost of imprisonment. For other cost dynamics, 
reentry programming may increase direct costs to the State, at least in the short term, by 
increasing the percentage of released former inmates who enroll in State-funded social service 
programs. 

A more accurate forecast would require significant investments in data collection and 
analysis. Beyond developing a working model of the relationship between sentencing and prison 
demand, modeling cost dynamics prospectively would also require forecasting crime levels, 
prison populations, policy changes, and funding streams from non-State sources. Even 
retrospectively, it can be very expensive due to the difficulty of collecting and harmonizing data 
collected in separate systems. At the current time, Maryland does not even have the capacity to 
estimate general population reimprisonment rates (though DPSCS is implementing a new data 
system that should improve data collection and analysis abilities within the department). 

Though it may be difficult to model the cost dynamics with greater accuracy, the general 
dynamics will not change. Prior experiences with programs for reentry, including the 
Peterborough SIB program, have demonstrated that effective pilot programs cannot finance 
themselves with cost savings. An independent evaluation, commissioned by the U.K. Ministry 
of Justice and conducted by RAND Europe found that the reentry pilot program in Peterborough 
is “too small to deliver substantial ‘cashable’ savings (monetized benefits).”'* Additionally, a 
study entitled Impact and Cost-benefit Analysis of the Maryland Reentry Partnership Initiative, 
conducted by the Urban Institute Justice Policy Center, found that a pilot reentry program 
offered in Baltimore did not produce savings for the government. The report noted that “when 
community-justice partnerships work - whether they are reentry programs, drug courts, or some 
other intervention - the benefits tend to disproportionately accrue to private citizens, rather than 
public agencies. That is, public agencies looking to programs... as a means of creating revenue 
streams that more than offset the cost of the program are likely to be disappointed.” The 


'Lessons learned from the planning and early implementation of the Social Impact Bond at HMP 
Peterborough, RAND Europe, 2011, pg, iv. 
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Maryland Reentry Partnership Initiative cost $3,476,240 to administer for a cost of $6,213 per 
participant. It saved public agencies $2,961,650, though the estimate for correctional spending 
was made using average costs instead of the more accurate marginal cost methodology. Even 
with this generous inflation of avoided correctional costs, the program still had a net cost. These 
examples suggest that direct cost savings are insufficient to finance pilot reentry programs. 

Nonfiscal Value of Programming 

It is important to note that this case study centers on the efficiency and cost effectiveness 
of a SIB for financing and operating reentry programming, relative to direct government 
operations. Reentry programming should be as cost effective as possible and operated in the 
most efficient and equitable ways available. But the decision to engage in reentry programming 
hinges on much broader, nonfiscal considerations than whether or not a SIB is an efficient way 
to finance reentry programs. 

Reentry programs are intended to help prisoners who are leaving incarceration 
successfully return and adjust to their local communities. Incarcerated individuals undergo a 
very difficult adjustment process upon entering incarceration that “can create habits of thinking 
and acting that are extremely dysflinctional outside the prison walls.”* The longer individuals 
are incarcerated, the more they adapt to a prison environment that encourages heavy dependence 
on institutional structures, hypervigiliance and interpersonal distrust, and social withdrawal, 
among many psychologically painful effects. Simultaneously, prisoners experience diminished 
ties to their family and social networks. 

At the time of the release, individuals return to the community with norms and attitudes 
that are maladaptive to society outside of the prison walls. Compounding the problem, many, if 
not most, have weak labor market attachments and social supports. Reentry programming can 
thus provide a highly socially valuable set of services, independent of the fiscal impact, that 
contribute toward stronger and safer communities when former inmates are able to begin 
rebuilding healthy and productive lives. 


Limitations of the SIB Model 

Substantial Risk Shifting Unlikely to Occur 

Even if a SIB reentry program cannot self-finance through cost savings, the potential to 
shift outcome risk to the private sector could in theory provide benefits to the government that 
justify the added costs incurred in this financing mechanism. Unfortunately, there are no 
tangible examples of significant risk shifting occurring in practice for SIBs. 

There are two primary obstacles to shifting risk. First, there must be an investment 
market with a tolerance for a high degree of risk in the outcomes of social programs. Second, the 


Prisoners Once Removed, The Urban Institute, pg 39. 
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contract design must provide an enforcement mechanism to prevent investors and providers from 
terminating the contract early. 

Unlike municipal bond markets, a market for high-risk instruments to finance 
government social programs does not cuaently exist. The department would have to incur 
substantial costs in selecting partners and designing the contract in order to discover whether or 
not there was indeed an appetite for a reentry program in the State. 

Furthermore, eligible partners must tolerate long-term financial risk that is enforced by a 
mechanism that prevents early termination. Without such a mechanism, the ultimate financial 
and operational risk would be with the government. The only risk shifting that would occur 
without an enforcement mechanism would be for the initial operations that are necessary for the 
third parties to evaluate cost and the likelihood of achieving the specified outcomes. 

Peterborough provides insufficient guidance on how to design such a contract. An 
independent evaluation found that the risk “transfer, and the contracts themselves, are untested in 
many respects: issues that challenge the contractual arrangements and/or require clarification 
through the contracts could still arise in the course of implementation.”* A large amount of this 
uncertainty is driven by the complexity of the contract; “Complexity in some instances meant 
that the actual transfer of risk is not clear.”’ 

Even if a contract could be designed to effectively limit investor termination, there would 
still be the possibility that the funds would not cover the cost of program operations. Under 
more standard forms of performance-based contracting, providers and the government can 
renegotiate the contract when the cost drivers differ from initial estimates. The inclusion of 
external investors and a rigorous independent evaluation in a SIB, however, significantly limits 
the flexibility to renegotiate contracts - a flexibility that has been critical for many jurisdictions 
engaged in more standard forms of contracting for human services. 

To remedy the cost reimbursement problem, some hybrid models of social impact bonds 
have been proposed where the government assumes from the start a majority of risk. Under 
these proposals, the government pays for a substantial portion of the program operation costs. In 
some proposals, the government would guarantee 70% of program costs. However, in a SIB 
model where the government guarantees 70% of the program costs, the costs of designing the 
contract and compensating a third-party intermediary are close to the dollar value of the risk 
shifting for the government. 

In short, even if a market for investments in Maryland based SIBs were to exist, it is 
unlikely that the government will be able to shift the financial outcome risk for the program 
substantially onto the private sector given the difficulty of preventing service providers and 
investors from leaving a potentially underfunded and/or unsuccessful enterprise. If risk cannot 


^Lessons learned from the planning and early implementation of the Social Impact Bond at HMP 
Peterborough, RAND Europe, 2011, pg. 54. 

’’Md 
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be in practice shifted to the private parties through an effective enforcement mechanism to 
prevent early termination, Maryland would in fact be increasing its operational and financial 
risks with the decision to engage in the project. In the event that the private parties cancelled the 
contract, there may be strong political, ethical, and administrative reasons for continuing a 
program through direct government funding. 

Added Expenses in SIB Model Create Additional Budgetary Pressure 

Implicit in discussions of SIBs is the notion that they can alleviate underfunding of 
specific social services by leveraging private capital. The ability of SIBs to alleviate funding 
challenges is based partly on the idea that capital projects are typically better financed, due to 
recognition that the benefits of capital projects accrue over a long time period. In order to spread 
the cost of capital projects across the useful life of a project, governments typically borrow 
money through bonds and repay them over time, breaking the limiting link between upfront costs 
and total benefits. Social programs, in contrast, are constrained by annual appropriations in the 
operating budget - even though the benefits also accrue over a long time period. Preventing a 
future violent crime may cost more in the short term but will save a large sum of money over 
time through avoided incarceration, for example. 

Even if a specific social program could reap fiscal savings with increased upfront 
funding, SIBs would not solve this problem. Because of the uncertainty of the payments made 
by the government, both Massachusetts and the U.K. government have planned in their budgets 
to make the full payment necessary to fund the program and pay investors their ROI. 

Budgeting for contingent liabilities is good fiscal policy. It would be risky and imprudent 
long term to incur contingent liabilities without providing funding. But in practice, this means 
that operating expenditures for a SIB program will be allocated either in advance or annually for 
the full cost of the program, in the event that the program works and the government must make 
the outcome-based payments. The government, therefore, realizes no upfront savings to finance 
the program and is still limited by current operating budget constraints. 

High-stakes Payments May Distort Evidence 

Common conceptions of SIBs assume that unproven programs are the types that 
investors, providers, and the government will prefer for high-risk outcome payments. However, 
given the financial and reputational stakes attached to SIBs, governments and parties to the SIB 
are more likely to select programs and partners with well-established records of performance. 
Selecting providers based on their likelihood to succeed, in the case of a SIB pilot, can create the 
false impression that the specific intervention could be scaled to a larger operation. 

In Peterborough, for example, the program location and partners were not chosen 
randomly from a pool of qualified providers and relevant locations. Instead, the providers were 
selected based on their existing partnerships, proximity to the prison, and established track 
record for high performance. Even if the Peterborough SIB achieves positive outcomes, it will 
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still be unclear if this type of program can be replicated in other locations without the advantages 
produced from location and partner creaming. 

Additionally, even if new programs are piloted, if private parties cannot in practice be 
prevented from leaving contracts early, this may distort the nature of the evidence base. In the 
event that private actors decide not to wait for medium- to long-term positive outcome indicators 
and cancel the program when the short-term outcomes appear unfavorable, this would distort the 
production of new evidence for any programs that may require longer periods of time to 
demonstrate efficacy. 

The Evaluation May Be Inconclusive 

SIBs are designed with the intention of offering governments the ability to increase the 
portion of payment based on performance. This is one of the primary innovations of the SIB 
concept. In order for this to function, there must be an increased confidence in the assessment of 
the outcome and its causal drivers. 

It is not sufficient to say that a treatment group exceeded the average outcome. Instead, 
evaluators must build a group to control for effects of causal factors that are independent of the 
specific intervention. In the most rigorous evaluations, research protocols are designed around 
random assignment to minimize the effect of unmeasured differences between the control group 
and the treatment group in the program. Random assignment can be both operationally and cost 
prohibitive, however. In the Peterborough pilot, for example, there were concerns about denying 
treatment randomly within a single prison. Many evaluations and research studies construct 
simulated control groups instead (usually by using propensity score matching). This is 
considered the next most rigorous form of evaluation. 

However, the simulated control groups are not capable of controlling for unmeasured 
variables, as the control groups are not random but rather assembled based only on observed 
characteristics. This means that there is an unknown risk that the observed outcome was caused 
by an unmeasured variable. This problem was noted in a government commissioned evaluation 
of the Peterborough program,* The report indicated that the methodology used in Peterborough 
did control for basic demographic data and was the most rigorous methodology available apart 
from random control assignment. But it “cannot take account unmeasured differences. . .aside 
from treatment received.”^ 

However, regardless of the technique, in small studies it is harder to tell whether or not 
the intervention was the result of random variation. In other words, even if there is conclusive 
evidence that the treatment group differed in important ways from the control group in terms of 
outcomes, this difference may be random. The risks of this occurring are higher in smaller 
samples. 


^Peterborough Social Impact Bond: art independent assessment. May 2012, Ministry of Justice Research 
Series, pg 8. 

^Ibid. 
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In practice, expert researchers rarely use a single study as proof that a type of intervention 
works. The value of research and program evaluation is in the cumulative evidence. A problem 
with SIBs is that they depend on a high degree of confidence in a single evaluation for the entire 
payment. 


SIBs and Narrow Policy Change 

Program models for a SIB financed reentry program start services with individuals at the 
time of release and provide social services, such as housing, job counseling, and therapy. From a 
broader policy perspective, this type of reentry program represents a very narrow policy change 
relative to the total number of practices and policies that impact rehabilitation, community 
reentry, and recidivism. Other jurisdictions, including jurisdictions in Maryland, address reentry 
programming as a comprehensive process that begins at admission to the prison. As such, if the 
goals surrounding reentry programming are to reduce expenditures on imprisonment while 
increasing public safety and social welfare, a host of broader policy changes can be enacted in 
complement to programs that provide services directly at the time of release. Many of these, in 
fact, have already been identified by the Maryland Task Force on Prisoner Reentry. 

Post-release employment, for example, is a key causal determinant of both successful 
community reintegration and reduced recidivism. While reentry programs can help facilitate 
prisoners’ adjustment to reentry and, therefore, potentially increase their employability, the 
difficult barrier of employment discrimination for those with criminal histories remains. To 
combat this problem, in a report issued last year, the task force recommended a law to shield 
criminal records for nonviolent convictions from public view after an appropriate 
waiting/proving period. This is an example of the types of synergistic policy change that can 
complement reentry programs to save the State money while increasing social welfare. 

The policy mechanisms with the greatest leverage available to reduce prison expenditures 
while enhancing public safety exist in sentencing and release criteria reforms. Whereas reentry 
programs work to reduce the number of prisoners indirectly, sentencing and release criteria 
reforms can directly decrease the number of low-risk offenders who are sent to and/or retained in 
prison. As one example, in the 20 1 2 Joint Chairmen 's Report response on the Plan for Reducing 
the State Inmate Population, the department estimated that increasing the number of good 
conduct credits that nonviolent prisoners are eligible to earn could save the department up to 
$29 million annually. The department found that this was a sustainable option that provides 
extra incentives for good behavior to inmates coming into the system and would increase safety 
in prison facilities. 

This type of policy would complement reentry programs, as prisoners who spend longer 
time periods incarcerated generally have a harder time re-integrating into their local 
communities. Longer separation periods, for example, decrease the likelihood of mothers 
retaining custody of their children. Reducing the time served in prison for offenders who would 
be more effectively and safely rehabilitated in the community, while maintaining supervision by 
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the department, would help reduce the heightened psychological difficulty of reentry associated 
with longer prison terms. 

A reentry program financed by a SIB, in contrast, represents a very narrow policy 
change, as depicted in Exhibit 7. A privately operated reentry program would start services at or 
near the point of release for prisoners, labeled as the “reentry handoff ’ in Exhibit 7. This is just 
one of a larger number of institutional policies and practices that impact the community 
reintegration and/or recidivism of those committed to the department’s supervision. 


Exhibit 7 

Policies and Practices That Effect Recidivism 


Preentry 

Behind the Walls 

Reentry 

Assessment 


Assessment 


Assessment 


Offender Risk Profile 

, K 

Classification 

, \ ... 

Classification 


State Sentencing Laws 


Transition Planning 

PI 

Reentry Handoff 



Programming 


Supervision Length 



Release Criteria 


Violations Policy 




Incentives 



Source: Adapted from the Pew Center on the States 


The narrow focus of a SIB reentry program poses three problems to a state engaged in or 

considering broader policy change: 

• Because SIBs require high degrees of statistical control in order to determine causality, 
the confidence in the justification for the high-stakes outcome payments may be placed in 
jeopardy when a large number of important environmental and demographic factors are 
modified during the pilot program. If it were possible to control for these changes, the 
baseline outcome goals may still require modification to account for demographic and 
environmental changes. Making these modifications to a contract would be time 
consuming and expensive. 








190 


A Case Study on Reentry Programming in Maryland 17 

• A SIB financed program would create a new system of private service delivery external 
to the department. In some cases, this may be counterproductive where integration 
between current DPSCS programs would increase efficiency and efficacy. Reentry 
programming often starts in many jurisdictions at the point of entry into the prison 
system. Creating a parallel system separately administered by the private sector may 
impede operational integration, a problem that may be especially difficult if the 
department were to engage in large scale re-organization and/or policy change. 

• Building a highly sophisticated contracting mechanism to focus on one narrow aspect 
may impede the capacity of agencies and the State to engage in broader policy evaluation 
and change. Developing a SIB for a reentry program would require significant 
investments of staff time to design and manage the contracting process. This may 
impede the department’s ability to simultaneously enact other large complementary 
changes that require budget, contracting, and senior staff time. 


Conclusion 

A reentry program financed using a SIB would not produce sufficient benefits to justify 
the operational costs or risks of engaging in this form of high-stakes contracting. 

A social impact bond financed program would; 

• increase budgetary pressure compared to direct financing, due to the necessity of funding 
contingent liabilities and the added expenses of features unique to SIBs; 

• not produce cost savings when outcomes are achieved, even under highly optimistic 
assumptions; 

• be unlikely to shift outcome risk; 

• possibly exclude new providers and program types that do not have a well-established 
record of success through investors seeking to minimize risk; and 

• potentially distort evidence used in policy decisions. 

The primary weakness of a SIB is in the complexity of its moving parts and the 
high-stakes nature of the financing mechanism. A SIB contract would only be advantageous to 
Maryland, if, at minimum, all of the following conditions were met: 

• Maryland could create a contract that guarantees investors and providers will continue 
program operations for the entire life of the contract, even when it is apparent after the 
program starts that the outcomes are unlikely to be achieved. 
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• Nonprofits would continue service delivery when reimbursements are below costs or all 
parties could effectively and efficiently renegotiate the contract without jeopardizing the 
evaluation and value of the risk shifting to the government. 

• An independent program evaluation could definitively show that the program either did 
or did not cause the target outcomes to be achieved. 

• The additional costs inherent to the SIB financing mechanism would be sufficiently lower 
than the cost of providing the service, so as to justify the value of these services to shift 
the outcome risk. 

• A private market can be created for investing in unproven forms of reentry programs. 

• The department has the operational capacity to engage in a SIB pilot program while 
undertaking other organizational and policy changes. 

• There is sufficient State funding in the operating budget available to fund the contingent 
liabilities of a SIB program. 

• The value of shifting the risk for a negative outcome is monetarily large enough to the 
government to risk the added costs of the SIB and the potential for an investor ROI given 
a positive outcome. 

If any one of these conditions cannot be met, then a SIB model is not an ideal financing 
or contracting mechanism for reentry programs in Maryland. Given the difficulty of shifting the 
outcome risk and the countervailing incentives for many of these conditions, it is unlikely that 
these conditions will be met. 

Reentry programs can have social value well beyond the direct fiscal costs to the 
government. They are especially valuable and fiscally beneficial when developed in tandem 
with complementary policies that have an even greater impact on recidivism. However, SIB 
financing mechanisms create a host of problems that collectively limit the purported benefits of 
the financing mechanism and the ability of governments to engage in broader policy changes. 

Recommendation 

DPSCS should continue to directly finance and operate reentry programs while pursuing 
other organizational and policy changes likely to have greater impact while posing less risk than 
a SIB financed program. 




EXPANDING ECONOMIC OPPORTUNITY FOR 
WOMEN AND FAMILIES 


TUESDAY, MAY 13, 2014 

United States Senate, 
Committee on the Budget, 

Washington, D.C. 

The Committee met, pursuant to notice, at 10:31 a.m., in Room 
SD-608, Dirksen Senate Office Building, Hon. Patty Murray, 
Chairman of the Committee, presiding. 

Present: Senators Murray, Wyden, Baldwin, Kaine, King, and 
Sessions. 

Staff Present: Evan T. Schatz, Majority Staff Director; and Eric 
Ueland, Minority Staff Director. 

OPENING STATEMENT OF CHAIRMAN MURRAY 

Chairman Murray. Good morning. This hearing will come to 
order. I want to thank my Ranking Member, Senator Sessions, and 
all of our colleagues who have joined us. And thank you to our wit- 
nesses. We have AnnMarie Duchon, the associate director of accom- 
modation services at the University of Massachusetts, Amherst; Dr. 
Heather Boushey, the executive director and chief economist at the 
Washington Center for Equitable Growth; and Sabrina Schaeffer, 
executive director of the Independent Women’s Forum. 

We are glad you are able to join us today to discuss ways we can 
help working women succeed in today’s economy and the reasons 
why their success is so important to family, economic security, and 
to the economy as a whole. 

Over the last four decades, the economy has seen a lot of change. 
American businesses and workers have had to compete on an in- 
creasingly global scale. Far too many of the middle-class jobs work- 
ers could support a family on have moved overseas, and the gap 
has widened between those at the very top of the income scale and 
everyone else. 

All of this has put an increasing burden on working families, but 
in the face of these challenges, one of the most significant shifts we 
have seen in the last few decades has actually eased some of the 
burden, and that is the increasing participation of women in the 
workforce. 

As working families have felt more and more strained, women’s 
economic contributions have made a huge difference, both to family 
budgets and to our broader economy. Federal Reserve Chair Janet 
Yellen, who attended our hearing last week, has called the increas- 
ing participation of women in the workforce “a major factor in sus- 
taining growing family incomes.” And Dr. Boushey found in a re- 
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cent study that between 1979 and 2012, the U.S. economy grew by 
almost 11 percent as a result of women joining the labor force. And, 
of course, that kind of economic growth has important outlooks and 
implications for our budget as well. 

As we think about ways to support growth in the 21st century, 
it is absolutely clear our country’s economic success and that of 
middle-class families goes hand in hand with women’s economic 
success. This means we have a lot more work to do because, despite 
all the progress that has been made, all the glass ceilings that have 
been broken, women still face barriers that are holding them, their 
families, and the economy back. 

Even though the majority of women are now full-time workers 
and two-thirds of mothers are either earning all or a big part of 
what their families depend on to make ends meet, women overall 
still earn 70 cents to the dollar for doing the same work as men. 
Over just 1 year, that adds up to $11,600 in lost wages per house- 
hold. I believe AnnMarie will be speaking about what kind of dif- 
ference it means to her family’s budget. 

And because women are still more likely to be the primary care- 
giver in a family, the lack of paid leave at most jobs means they 
experience higher turnover and lost earnings and are more likely 
to be passed over for promotions that would help them advance. 

In addition, our outdated Tax Code works against married 
women who choose to go back to work as a second earner. Because 
their earnings are counted on top of their spouse’s, they can actu- 
ally be taxed at a higher rate. This can deter some mothers from 
choosing to re-enter the workforce, especially when you consider 
the high costs and lack of access to high-quality child care and 
other costs associated with work. 

These kinds of challenges are especially pronounced for women, 
and particularly mothers, who are struggling to make ends meet. 

Two-thirds of minimum wage earners are women, and their jobs 
are disproportionately unlikely to offer any flexibility when, for ex- 
ample, a child gets sick and needs to be picked up early from 
school. And their earnings are quickly swallowed by costs associ- 
ated with work like child care and transportation. 

It is also important to note that our outdated policies dispropor- 
tionately affect women when it comes to their retirement security. 
Because women on average earn less than men, accumulate less in 
savings, and receive smaller pensions, nearly three in ten women 
over 65 depend only on Social Security for income in their later 
years. I think all of my colleagues and I are alarmed that the aver- 
age Social Security benefit for women over 65 is just $13,100 per 
year. That is hardly enough to feel financially secure. 

The impact of these barriers is increasingly clear. Over the last 
decade, the share of women in the labor force has actually stalled, 
even as other countries have continued to see more women choos- 
ing to go to work. Experts believe that a major reason for this is 
that, unlike many other countries, we simply have not updated our 
policies to reflect our 21st century workforce and help today’s two- 
earner families succeed. 

At a time when we need to be doing everything we can to grow 
the economy and strengthen our middle class, that is unacceptable. 
Women need to have an equal shot at success. First and foremost. 
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that means we need to end unfair practices that set women back 
financially. We took a good step forward with the Affordable Care 
Act, which now prevents insurance companies from charging 
women more than men for coverage. 

But we need to do more to make sure women are getting equal 
pay for equal work. My colleague Chairwoman Mikulski has led the 
way on the Paycheck Fairness Act, which would provide women 
with more tools to fight pay discrimination. Giving the millions of 
women earning the minimum wage a raise would also go a long 
way toward that effort. And we also need to update our Tax Code 
so that mothers returning to the workforce do not face a marriage 
penalty. 

In addition to expanding the earned income tax credit for child- 
less workers, the 21st century worker tax cut that I introduced 
would provide a 20-percent deduction on the second earner’s in- 
come for working families with young children to help them keep 
more of what they earn. 

As we get rid of discriminatory practices, we should also recog- 
nize the challenges that working parents face and put in place a 
set of policies that help them at work and at home. A big part of 
this is investing in expanded access to affordable, high-quality child 
care. Parents deserve to know that their children are safe and 
thriving when they are at work. 

So I hope our witnesses today will share some thoughts about 
steps Congress could take through our Tax Code and by building 
on successful programs like Head Start to give them some peace of 
mind. 

Finally, we need to build on and strengthen Social Security with 
policies that make it easier for women and their families to build 
a secure retirement. 

There is, of course, much more we need to do in addition, but any 
of these changes would make a huge difference for working women 
and their families. Acting to expand economic opportunity for 
women is the right thing to do. It is part of our ongoing work to 
uphold our country’s most fundamental values. But as our coun- 
try’s recent history shows, it is also an economic necessity, both for 
those families and for our broader economy. I hope that in the com- 
ing weeks and months we will be able to work together on some 
of these ideas which would do so much to strengthen our country 
right now and into the future. 

So, again, I thank all of our witnesses for joining us today. We 
look forward to your testimony. But first I will turn it over to my 
Ranking Member, Senator Sessions. 

OPENING STATEMENT OF SENATOR SESSIONS 

Senator Sessions. Thank you. Madam Chairman. We appreciate 
the witnesses that will be before us today. This is an important 
issue, and we look forward to your testimony. 

There is no question that the state of our economy remains poor 
and that millions of American families are barely scraping by. And 
despite some progress, women do still face challenges, unique chal- 
lenges, and discrimination. We must have in America a fair and 
equal workplace for all our citizens. 
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The workforce participation rate for women is now at its lowest 
level in 23 years. We had a surge of women coming into the work- 
force in the 1970s and 1980s. That is being altered today. For every 
one job added last month, nearly three people left the workforce en- 
tirely. Real wages for women have been stagnant since 2009. 

I think, Madam Chair, there is a marriage penalty on a spouse 
who decides to go to work. We need to look at that. 

Median household income in America has dropped a stunning 
$2,268 since 2009 after adjusting for inflation. And Chairman 
Yellen told us last week lamenting twice in her remarks that we 
are facing a slack labor market. 

So these statistics paint an alarming portrait of economic hard- 
ships facing Americans. Working moms are struggling valiantly 
every day to support their kids, pay bills, and raise a family, often 
by themselves, and to set aside a little money for the future. That 
is very difficult. They are heroes in the American economy. There 
is no doubt about that. 

Every day this administration, however, every day it continues 
to advance policies that make it more difficult for Americans to 
find a job, to earn a living, to see their wages go up is a detriment 
to all, including women. 

Women especially are rightly concerned about the economic fu- 
tures facing our young people. The statistics there are grim. Nearly 
one in two recent college graduates is underemployed. The unem- 
ployment rate for Americans age 20 to 24 is 10.6 percent. Teenage 
unemployment has been at or above 20 percent since 2009. His- 
panic youth unemployment is 21.7 percent. African American youth 
unemployment is 36.8 percent. 

We have borrowed $8 trillion, running our debt past $17 trillion 
total, and yet incomes are down, wages are down, and workplace 
participation is down. 

Over the past year, we have held a number of informative hear- 
ings in the Budget Committee, all leading to one conclusion, it 
seems to me: American workers are suffering under President 
Obama’s economy. Every major policy action, virtually every major 
policy action tends to weaken job creation and wage progress, low- 
ering wages. 

Here is the economic agenda that we are facing today: an anti- 
energy policy that drives up prices of energy and sends good-paying 
jobs overseas; excessive Government regulation that always de- 
stroys jobs and weakens productivity; a burdensome Tax Code that 
undermines the ability of American workers and industry to com- 
pete on the world stage; a Government health care expansion that 
is shrinking the workforce and forcing people, too many, into part- 
time jobs; a weak trade policy that fails to defend the American 
worker effectively on the world stage and insists that our trading 
partners comply with their agreements; and an immigration plan 
that would import twice as much new guest workers at a time 
when record numbers of Americans are not working at all, pushing 
down wages and increasing unemployment; and a massive maze- 
like welfare state that helps Government bureaucrats but traps 
families in poverty; out-of-control deficit spending and debt under- 
mine economic confidence and erode stability. 
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So these policies, I suggest, are hurting Americans, not helping 
us, all ages, women particularly, and in all walks of life. We must 
stop this. Everyone agrees American workers are suffering. We 
need a new economic strategy that grows the middle class, and not 
the Government, and puts the needs of women and all workers 
first. 

Madam Chair, thank you for the hearing, and I look forward to 
hearing from the witnesses. 

Chairman Murray. Thank you very much. 

With that, we will turn it over to our witnesses. Dr. Boushey, we 
will begin with you. 

STATEMENT OF HEATHER BOUSHEY, PH.D., EXECUTIVE DI- 
RECTOR AND CHIEF ECONOMIST, WASHINGTON CENTER 

FOR EQUITABLE GROWTH, AND SENIOR FELLOW, CENTER 

FOR AMERICAN PROGRESS 

Ms. Boushey. Thank you. Thank you. Chairman Murray, Rank- 
ing Member Sessions, and the rest of the Committee for inviting 
me here today to testify. 

My name is Heather Boushey. I am executive director and chief 
economist of the Washington Center for Equitable Growth. The 
center is a new project devoted to understanding what grows our 
economy, with a particular emphasis on understanding whether 
and how rising levels of economic inequality affect economic growth 
and stability. 

It is an honor to be invited here today to discuss how working 
women are critical for economic growth and the role of Federal pol- 
icy in advancing their economic progress. My testimony highlights 
the many aspects of our economy where gender inequality and eco- 
nomic inequality go hand in hand, and also where economic in- 
equality among women threatens family well-being and economic 
growth. Government policies can address these gaps in order to 
help women succeed so our economy can succeed. 

There are three conclusions I want to highlight from my testi- 
mony. 

First, women, their families, and the economy have greatly bene- 
fitted from women’s entry into the labor force. 

Second, barriers to women’s work manifest themselves differently 
across the income distribution. 

Third, there are a variety of ways that Federal policy can encour- 
age women’s labor force participation, among them tax credits, 
family leave, early childhood education programs, all of which can 
increase women’s contribution to family income and grow our econ- 
omy. 

Today most women work and they work full time. About two- 
thirds of mothers are family breadwinners, bringing home either 
all of their family’s earnings or at least as much as their partners 
or co-breadwinners. 

Women’s increased work is important for family incomes and for 
economic growth. My colleagues and I found that between 1979 and 
2012, our Nation’s gross domestic product increased by almost 11 
percent due to women’s greater hours of work. This translates into 
about $1.7 trillion in output in today’s dollars, roughly equivalent 
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to our combined Federal spending on Social Security, Medicare, 
and Medicaid in 2012. 

Over the past few decades, women have made enormous eco- 
nomic gains. Between 1960 and 2000, women’s labor force partici- 
pation steadily grew, and the gender pay gap steadily shrank. But 
progress on both has stalled for more than a decade. The United 
States has fallen from being the 6th highest country in terms of fe- 
male labor participation among developed economies to the 17th in 
2010. And while some women have made gains in the workforce, 
too many have been left behind. Between 2000 and 2007, higher- 
wage women saw their real wages increase by four times the 
amount of women with poorly paid jobs. 

One reason for these kinds of disparities is that while some 
women have made progress entering into professional or male- 
dominated occupations, many women continue to toil in female- 
dominated jobs that still pay low wages. But also within occupa- 
tions, there are disparities, in no small part due to differences in 
flexibility in terms of hour and location. 

Policies to address conflicts between work and family are too 
often available only to women at the top of the wage distribution, 
and too often women have to quit their jobs in order to provide 
care, which harms their future earnings potential and limits their 
retirement benefits. 

Policies such as paid sick days, paid family leave, and scheduling 
flexibility would fill an important inequality gap for workers, espe- 
cially women and especially caregivers. 

It is important to recognize that employers have not on their own 
stepped in to provide these important benefits. Last year, only 61 
percent of workers had employer-provided paid sick days, and only 
12 percent of workers had access to employer-provided paid leave 
which could be used to recover from a serious illness or care for a 
family member. These are issues that are especially important for 
low-wage workers who disproportionately lack these benefits. 

Federal budget policies can encourage women’s work and in- 
crease family income. The Murray-Ryan budget agreement has 
helped to promote women’s economic progress in the workforce, but 
there will be more to do after that deal expires. 

In my written testimony, I focus on six policies that have been 
tailored to achieve the results we need for our families and our 
economy. Here this morning I want to just highlight three. 

First, the earned income tax credit, child tax credit, and child 
independent care tax credit are very important to the financial se- 
curity for all American families, especially low-income families. But 
we must expand them and, importantly, make the child inde- 
pendent care tax credit refundable. 

Second, the 21st Century Worker Tax Cut Act would let two- 
earner families keep more of what they earn and increase the 
earned income tax credit for childless low-wage workers. Impor- 
tantly, it will encourage mothers’ workforce participation and help 
them to better financially support their families and give low-wage 
workers a better shot at entering the middle class. It is estimated 
that this tax cut would benefit 7.3 million working families and 13 
million childless workers. 
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Finally, the Family and Medical Leave Insurance Act of 2013 will 
create an insurance program for nearly every U.S. workers when 
they need leave to care for a child, a seriously ill family member, 
or to recover from a serious illness. It draws on what we have 
learned from three States that have family leave insurance: Cali- 
fornia, New Jersey, and Rhode Island. From their experiences we 
know what an effectively run program looks like. Paid leave makes 
it easier for women to work, improves their lifetime earnings, and 
can help close the wage gap between workers who provide care and 
those who do not, while having benefits in terms of productivity 
and business outcomes. 

To conclude. Federal policy can do more to help all women realize 
their full economic potential. But policies must acknowledge that 
barriers to women’s work manifest themselves differently across 
the income distribution, because when all women succeed, America 
succeeds. 

[The prepared statement of Ms. Boushey follows:] 
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Heather Boushey 

Executive Director and Chief Economist, Washington Center for Equitable 

Growth, 

before the U.S. Senate Budget Committee on “Expanding Economic 
Opportunity for Women and Families” 

May 13, 2014 


Enabling Women to Succeed Builds Strong Families and a Growing 

Economy 


Introduction 

I would like to thank Chairman Murray, Ranking Member Sessions, and the rest of the 
Committee for inviting me here today to testify. 

My name is Heather Boushey and I am Executive Director and Chief Economist of the 
Washington Center for Equitable Growth. The Center is a new project devoted to understanding 
what grows our economy, with a particular emphasis on understanding whether and how rising 
levels of economic inequality affect economic growth and stability. 

It is an honor to be invited here today to discuss how working women are critical for economic 
growth, and how federal policy can further advance women’s economic progress. My testimony 
today highlights the many aspects of our economy where gender inequality and economic 
inequality go hand in hand — to the detriment of many families and our nation’s economy — and 
also where economic inequality among women threatens family well-being and economic 
growth. Government policies can address these gaps in order to help women succeed, so our 
economy can succeed. 

There are three takeaways from my testimony: 

• Women, their families, and the economy have greatly benefited from women’s entry into 
the tabor force. 

• Yet there are barriers to women’s work that manifest themselves differently across the 
income distribution, which means that not all women realize their full economic 
potential. 

• There are a variety of ways that federal policy can encourage women’s labor force 
participation, among them tax credits and early childhood education programs, which 
provide critical support for low-income workers and working families. Federal policies 
such as pay equity and flexible work-family policies can grow our economy by 
encouraging greater labor force participation among women and increasing women’s 
contributions to family income. 
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Women's entry into the labor force is one of the most important transformations to our labor 
force in recent decades. Between ! 970 and 2000. the share of women in the labor force steadily 
increased, from 4.3.3 percent to 59.9 percent,' Today, most women work full time. Before the 
Great Recession in 2007. the share of women who worked 35 hours or more per week was 75.3 
percent.’ 

Women's movement into the labor force also transformed how' tliey spend their days, which is 
increasingly important for families' economic wellbeing. About two-thirds of mothers are 
family breadwinners— tho.sc bringing home all of the family’s earnings or at least as much as 
their partners — or co-breadwinners — those bringing home at least one-quarter of their families’ 
earnings. ' Between 1967 and 2007, the most recent economic peak, the share of mothers who 
were breadwinners or co-breadwinners rose from 27.7 percent to 62.8 percent, and has increased 
slightly since then as the economic recession wore on.'* (See Figure 1.) 

Figure t. Share of mothers who are breadwinners or co-breadwinners, 1967 to 2010 



Figure source: Sarah Jane Glynn. The .Vew Breadwinners: 20li) l /xlaie (Washington, DC; Center for .‘\mefican 
Progress. 2012). 
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Women’s increased work is important for family incomes and for economic growth. In a paper 
we released last month, my colleagues Eileen Appelbaum, John Schmitt and I find that between 
1979 and 2012, our nation’s gross domestic product increased by almost 1 1 percent due to 
women’s changed employment patterns.* This translates to about $1.7 trillion in output in 
today’s dollars. We find that women’s economic contribution is roughly equivalent to U.S. 
spending on Social Security, Medicare, and Medicaid in 2012,* 


Continuing women’s economic progress 

Over the past four decades, women have made great economic gains, but more can be done to 
help women realize their full economic potential. Gender inequality in the workforce still persists 
between men and women. Additionally, while some women have made great gains in the 
workforce, too many women are being left behind. 

Between 1960 and 2000, women’s labor force participation steadily grew and the gender pay gap 
steadily shrank. But progress has stalled for more than a decade. The share of women in the labor 
force has not significantly increased since 2000, hovering a bit below 60 percent.’ Similarly, in 
2012 the female-to-male earnings ratio remained at about 77 percent, the same as in 2002.* 

To be sure, some women have pulled ahead and experienced increases in incomes despite the 
recent slow-down in women’s entry in the workforce. But not all women have experienced these 
gains. Between 2000 and 2007, for example, higher-wage women saw their real wages increase 
by four times the amount of women with poorly paid jobs.’ 

One reason is that while some women have made progress entering into professional or male- 
dominated occupations, many women continue to work in female-dominated occupations that 
still pay low wages. In 2012, 43.6 percent of women worked in just 20 types of jobs, among 
them secretary, nurse, teacher, and salesperson. (See Table 1 .) 
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Table 1. Top 20 occupations for women and men, 2012 


Occupation 

Scare of 

Occupation 

Share of 


female 


male 


workers 


workers 

Secretaries and administrative assis^nts 

4.1 

Driv^/sales workere and ti^ck drivers 

4.0 

Registered Nurses 

3.9 

All other managers 

3.1 

Bemen^^and middle school teachers 

3.5 

FIret'line supervisors/managers of retail stores 

2.4 

Cashiers 

3.3 

Retail salespersons 

2.2 

Nursing, |:»)chiatitc, and home health aides 

2.8 

Laborers and freight stock, and matonai movem, hand 

2.0 

Retail salespereons 

2.5 

JanitcM's and building cleaners 

1.9 

Waiters and waitresses 

22 

Constniction laborers 

1.8 

Flrst-4lne supervlsors/managers of retail 
stores 

2.1 

Carpenters 

1.7 

Customer service ^presentatives 

2.0 

CocAs 

1.7 

Maids and housekeeping cleaners 

2.Q 

Grounds maintenance workers 

1.6 

All ottier managers 

1.9 

Chief executives 

1.4 

Child care worker 

1.8 

Sales representatives, vc4colesale and manufactoring 

1.2 

Receptionists and information clerks 

1.7 

Stock clerics and order fillers 

1.2 

Booidfe^ing, accounting, and auditing clerks 

1.6 

Software developers 

1.2 

Accountants and auditors 

1.6 

Automotive service technicians and mechanics 

1,2 

Firat-line supeiMsois/manageis of office and 
adminisfrative support workers 

1.5 

Cashiers 

1,2 

Office clerks, general 

1.4 

Construction managers 

1,2 

Personal and home care aides 

1.3 

First-line superMsors/managets of non-retail sales 
workers 

1,2 

Teacher assistants 

1.3 

General and operations managers 

1.0 

Hairdressers, hairst^ists, and cosmetologists 

1.1 

Securltyguards and gaming surveillance 

1.0 

Share employed in the top 20 occupations: 
Females 

43.6 

Males 

34.2 


Source: Eliot's analysis of Ihe Center for Economic and Policy Research Exlracls oftfie Cunent Population Survey Outgoing Rotation Group 
Files. Includes workers aged 18 to 64. 

Notes: Bold items appear on the list for both women and men. 


Women across the wage distribution need more access to work-family policies in order to better 
balance the dual demands of work and home. Polices such as paid sick days, paid family leave, 
and schedule flexibility would fill an important inequality gap for workers, especially women. 
This basket of work-family policies would allow both women and men to remain in the labor 
force while dealing with life’s emergencies. 

The United States is an outlier among other developed nations in not offering work-family 
policies to workers.'® Nor have employers in our country stepped in to provide these benefits. In 
2013, only 61 percent of workers had employer-provided paid sick days." An even smaller share 
of workers — only 12 percent — ^had access to employer-provided paid leave, which can be used to 
recover from an illness or care for a family member.'^ 
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Despite playing a larger role as family breadwinners, women today continue to be more likely 
than men to provide care to their families. The lack of family friendly policies make it harder for 
women to stay employed and provide financially for their families. Women who have to quit 
their jobs in order to provide care harm their future earnings potential. The U.S. Census Bureau 
found that new mothers who have access to paid maternity leave are more likely to return to their 
previous employer. About 98 percent of those who return to the same employer do so at their 
previous pay level or higher. Conversely, less than 70 percent of women who change employers 
after giving birth earn the same level of pay or higher.*^ 

Work-family policies are critical for the strength and size of our labor force. In a 2013 study by 
Cornell University economists Francine D. Blau and Lawrence M. Kahn, the authors argue that 
likely one reason why the United States fell from the sixth-highest female labor-force 
participation rate among 22 Organisation for Economic Co-operation and Development countries 
in 1990 to the 17th-highest rate in 2010 was because it failed to keep up with other nations and 
adopt family-friendly policies. 

Although most workers do not have access to these important policies, low-wage workers 
disproportionately lack access to policies to balance work and care. Employers often view 
policies such as paid leave or paid sick days as perks for higher-paid workers. Too often workers 
who need these benefits the mo.st — such as low- and middle-wage, young, and less-educated 
workers — do not have access to them. Workers whose wages are in the lowest 25 percent of 
average wages are approximately four times less likely to have access to paid family and medical 
leave than those in the highest 25 percent.'^ 

The lack of benefits for women earning the least in our economy is unhealthy for their families, 
the labor force, and the economy. Poorly paid jobs that do not provide these work-family 
benefits often offer nonstandard work or varying schedules, which often result in high employee 
turnover.'* There is more we can do to boost women’s economic progress, and thereby boost the 
strength of the entire economy. 
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Federal policy can help working women succeed 

Federal policies can encourage women’s work and increase family income. Specifically, these 
six policies are tailored to achieve the results we need for our families and our economy; 

• The Earned Income Tax Credit, Child Tax Credit, and Child and Dependent Care Tax 
Credit 

• The 2 1 “ Century Work Tax Act 

• Broader and less expensive access to child care and early childhood education programs 

• Work-family policies, such as family and medical leave insurance, as proposed in the 
Family and Medical Insurance Leave Act 

• Pay equity 

• Raising the minimum wage 

Let’s examine each of these policies briefly in more detail. 


Tax credits 

With most working women playing the dual roles of breadwinner and caregiver, tax credits can 
help increase the financial security of American families. The Earned Income Tax Credit is a 
fully refundable tax credit for low-income working families. The credit is larger for those with 
dependent children.” The Earned Income Tax Credit is an effective anti-poverty policy that 
encourages work, especially among low-income single mothers.'* In 2012, this tax credit lifted 
6.5 million people out of poverty, according to the Center on Budget and Policy Priorities.'® 

Additionally, there are two other tax credits that help most working families — ^rather than just 
low-income families — offset the cost of raising children. The Child Tax Credit refunds families 
up to $1,000 per year, per eligible child.'^“ The Child and Dependent Care Tax Credit refunds 
families a percentage of total child-care costs, usually 20 percent to 35 percent.^' The percentage 
of expenses refunded to families decreases as income rises. However, unlike the Earned Income 
Tax Credit or Child Tax Credit, this tax credit is not refundable, which means that only families 
who owe income taxes can benefit from the credit.^^ 

Tax credits can benefit both our current and our future workforce. Tax credits provide families 
with additional income that can be spent on children’s skill development. For example, 
economist Gordon B. Dahl at the University of Califomia-San Diego and economist Lance 
Lochner at the University of Western Ontario find evidence that increases in family income due 
to the Earned Income Tax Credit increase children’s math and reading test scores.^* 


The 2P‘ Century Worker Tax Act 

The 2T* Century Worker Tax Cut Act, introduced by Chairman Murray, would help promote 
women’s economic progress in two ways. First, the act proposes a new tax cut that would let 
low- and middle-income two-eamer families keep more of what they earn. The tax cut would 
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provide a 20 percent deduction on a secondary earner’s income.^'* Furthermore, it would provide 
an additional benefit to low-income two-eamer families. The 20 percent deduction would reduce 
their earned income for calculating the Earned Income Tax Credit and thus provide a higher 
refundable benefit.^^ 

This deduction will benefit working mothers and their families in two ways. By deducting a 
portion of the secondary earner’s income, the cut would encourage mothers’ workforce 
participation, thereby helping them to better financially support their families. And it would help 
low-income working mothers offset the costs of child care through an enhanced refundable 
Earned Income Tax Credit. This would again further encourage mothers’ workforce participation 
and boost family income. It is estimated that the tax cut would benefit 7.3 million working 
families.^* 

Second, the 2F* Century Worker Act also would help support childless working women. The Act 
would increase the Earned Income Tax Credit for childless workers to about $1,400 in 2015.^’ 
Furthermore, it would increase income eligibility and expand the eligibility age for childless 
workers so more would be eligible for this tax credit.^* It is estimated that the Act would benefit 
13 million childless workers.^’ With women making up nearly two-thirds of minimum wage 
workers,^** this expansion would increase the financial security of low-income women, and 
provide them with a better shot at the middle class. 


Child care 

In order to work and remain in the labor force, mothers need affordable high-quality child care. 
As mentioned earlier, tax credits help families manage their child care expenses, but child care 
remains very expensive for most families. In 201 1, the average cost for a 4-year old in center- 
based care ranged from less than $4,000 a year to more than $15,000 a year.^' With most 
working women earning less than $30,000 a year, many cannot afford care or spend a large 
portion of their earnings on care.^^ 

In addition to making child care less expensive, policy should address so called “child care 
cliffs” for families receiving child-care assistance. In certain states, a slight increase in parent’s 
earnings can push them over the income threshold for child-care assistance, which can result in a 
sharp increase in child care expenses.^’ Unable to pay for high-quality care, working mothers 
could turn down a raise or ask for a pay cut to avoid going over the “cliff.”^'* 

Early childhood education is one of the most important investments in our future workforce. But 
not all child care meets the standards to be considered an early childhood education program. It 
is important that policies expand access to high-quality early childhood education programs, 
especially to low-income children. Research finds that children who participate in early 
childhood education programs are more likely to do better in school, graduate and attend college, 
and are less likely to get involved with crime and become teenage parents.^’ There are also large 
benefits to society. An academic study found that for every $1 invested in high-quality 
preschool, the U.S. economy saves $7 in future public costs due to increases in workers’ 
productivity, reduced remedial education costs, and reduced crime.^* 
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Head Start 

The Bipartisan Budget Act of 201 3, also known as the Murray-Ryan Budget Agreement, made 
important steps toward expanding early childhood education programs to working families. The 
Act provided about $8.6 billion in Head Start funding and for the President’s Early Head Start- 
Child Care Partnerships. This amount reversed the entire sequester cut to Head Start, about a half 
billion more than 2013 funding.^’ In fiscal year 2014, more low-income families can utilize this 
comprehensive early childhood program. About 57,000 children were dropped from the program 
in 2013.” 


Family and Medical Leave Insurance 

Women need polices to help them balance work and family care so they can remain in the 
workforce and help grow our economy. Family and medical leave insurance — also known as 
paid leave — would provide a critical support for workers — men and women alike— allowing 
them to take temporary leave from work to recover form an illness or care for a loved one. 

The Family and Medical Insurance Leave Act of 2013, also known as the FAMILY Act, would 
relieve the financial burden of taking unpaid time off, providing paid leave for nearly every U.S. 
worker.” Introduced by Representative Rosa DeLauro and Senator Kirsten Gillibrand, the 
FAMILY Act draws on what we have learned from states that have family leave insurance and 
from other federal benefit programs. 

Today, only three states provide paid leave to their workers: California, New Jersey, and Rhode 
Island.^® These three states provide years of useful experience to other states interested in 
providing paid leave to their workers. To encourage states to offer paid leave programs, the 
President’s Fiscal Year 2015 budget requests a $5 million State Paid Leave Fund."" 

Paid leave makes it easier for women to work and have higher lifetime earnings. Research by 
economist Christopher J. Ruhm at the University of Virginia and researcher Jackqueline L. 
Teague find that paid parental leave policies are associated with higher employment-to- 
population ratios and decreased unemployment for all workers.'*^ Ruhm and Teague also find that 
moderate leaves — 10 weeks to 25 weeks — are associated with higher labor-force participation 
rates for women.''^ 

By remaining in the labor force, women are able to earn more during their careers, increasing 
families’ financial security.'*'' Furthermore, there is evidence that these work-family policies 
could also help close the wage gap between workers who provide care and those who do not.'*’ 
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Pay equity 

The pay gap today persists for all women. On average, working women only make 77 cents for 
every dollar earned by men.''* This gap means that women make $1 1,084 less than men per year 
in median earnings.'*’ If women were paid the same amount as their male counterparts, their 
additional earnings could help improve their families’ financial security as well as provide 
additional tax revenue to the government. 

Making sure that women receive equal pay for equal work not only affects their lifetime earnings 
but also strengthens the economy. The Institute for Women’s Policy Research finds that if 
women had received pay equal to their male counterparts in 2012, the U.S. economy would have 
produced $447.6 billion in additional income.'** This is equal to 2.9 percent of 2012 gross 
domestic product, or about equal to the entire economy of the state of Virginia."*’ 

The President’s Fiscal Year 2015 budget requests $1.1 million to help eliminate pay 
discrimination among federal contractors. The funds would be used by the Office of Federal 
Contract Compliance Programs to strengthen enforcement efforts.’’ 


Minimum wage 

Raising the minimum wage is critical for closing the wage gap. Low-wage workers are 
disproportionately women. Nearly two-thirds of minimum wage workers are women.’* 

Raising the minimum wage would provide many women — who represent 49.2 percent of total 
U.S. employment’^ — ^with the economic security they need to succeed. According to calculations 
from the Economic Policy Institute, approximately 28 million workers would see a raise if the 
minimum wage were raised to $10.10 by July 2016.” Fifty-five percent of the affected workers 
would be women. This share varies by state, and is as high as 63.3 percent in Mississippi.’"* 


Conclusion 

Women’s employment is critical to their families and to our nation’s economy. Federal policy 
can do more to help women realize their full economic potential no matter where they are on the 
income ladder. 

The Murray-Ryan Budget agreement has helped promote women’s economic progress in the 
workforce, but there will be more work to do after the deal expires. 

We need to preserve tax credits such as the Earned Income Tax Credit and funding for early 
childhood education programs such as Head Start. Women are more likely to be low-wage 
workers, which means they and their families are more vulnerable to spending cuts. Passing the 
2U‘ Century Worker Tax Cut Act would provide two critical tax credits to low-wage working 
women, helping increase their earnings and give them a better shot at entering the middle class. 
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In addition, ensuring pay equity and providing work-family supports such as the FAMILY Act to 
all working women will further their economic progress. Closing the wage gap and raising the 
minimum wage boosts women’s earnings and could generate additional tax revenue. Work- 
family policies help breadwinner mothers remain in the labor force and better financially provide 
for their families. 

As a critical driver of economic growth, women need polices that expand workforce 
opportunities. Yet to help all women succeed, polices must acknowledge that barriers to 
women’s work manifest themselves differently across the income distribution. To echo House 
Minority Leader Nancy Pelosi, “when [ail] women succeed, America succeeds.”’^ 



210 


11 


Endnotes 


1 U.S. Bureau of Labor Statistics, Women in Labor Force: A Databook (Washington, DC: U.S. 
Department of Labor, 2013), Table 2. 

2 U.S. Bureau of Labor Statistics, Women in the Labor Force: A Databook, Table 20. 

3 Heather Boushey, “The New Breadwinners,” in The Shriver Report: A Woman ’s Nation Changes 
Everything, ed. Heather Boushey and Ann O’Leary (Washington, DC: Center for American Progress, 2009); Sarah 
Jane Glynn, The New Breadwinners: 2010 Update (Washington, DC: Center for American Progress, 2012). 

4 Sarah Jane Glynn, “The New Breadwinners: 2010 Update.” 

5 Eileen Appelbaum, Heather Boushey, and John Schmitt, Economic Importance of Women 's Rising Hours 
of Work: Time to Update Employment Standards (Washington, DC: Center for American Progress and the Center 
for Economic and Policy Research, 2014). 

6 Ibid. 

7 U.S. Bureau of Labor Statistics, Women in the Labor Force: A Databook, Table 2. 

8 Carmen DeNavas-Walt, Bernadette D. Proctor, and Jessica C. Smith, Income, Poverty, and Health 
Insurance Coverage in the United States: 2012 (Washington, DC: U.S. Census Bureau, 2013), Table A-4. 

9 The statistic refers to the 90* to 1 0* wage percentile ratio. Lawrence Mishel and others, State of Working 
America, I2thed. (Washington, DC: Economic Policy Institute, 2013), Table 4-6, 
http://stateofworkingamerica.org/chart/swa-wages-table-4-6-houriv-wages-women-wage/ . 

10 Jody Heymann, Alison Earle, and Jeffrey Hayes, The Work, Family, Equity Index: How Does the U.S. 
Measure Up? (Montreal, Canada: Institute for Health and Social Policy, McGill University, 2009), 
http://www.hreonline.com/Ddfs/08Q12Q09Extra McGilJSurvev.pdf . 

1 1 U.S. Bureau of Labor Statistics, “Table 32. Leave Benefits: Access, Private Industry Workers, National 
Compensation Survey, March 2013” (U.S. Department of Labor, 2013), 
httD://www.bls.gov/ncs/ebs/beneflts/2Ql 3/QwnershiD/private/table2 1 a. pdf . 

12 U.S. Bureau of Labor Statistics, “Table 32. Leave Benefits; Access, Private Industry Workers, National 
Compensation Survey, March 2013.” 

13 Lynda Laughlin, Maternity Leave and Employment Patterns of First-Time Mothers: 1961-2008 
(Washington, DC: U.S. Bureau of the Census, 201 1), Table 11, http://www.census.aov/nrod/2011pubs/p70-128.pdf . 

14 Francine D. Blau and Lawrence M. Kahn, Female Labor Supply: Why Is the US Falling Behind? (Bonn, 
Germany: Institute for the Study of Labor, 2013). 

15 U.S. Bureau of Labor Statistics, “Table 32. Leave Benefits: Access, Private Industry Workers, National 
Compensation Survey, March 2013.” 

16 Susan J. Lambert and Julia R. Henly, “Nonstandard Work and Child-care Needs of Low-income Parents.” 
In Suzanne M. Bianchi, Lynne M. Casper, and Rosalind B. King, eds., Work, Family, Health, and Well-being 
(Lawrence Erlbaum Associates, Inc., 2005), pp. 473-92. 

17 Elaine Maag and Adam Carasso, “Taxation and the Family: What Is the Earned Income Tax Credit?” 
(Washington, DC: Tax Policy Center, 2014), http://www.taxpolicvcenter.org/briefing-bQok/kev- 
elements/familv/eitc.cfm . 


211 


12 


18 Nada Eissa and Jeffrey B. Liebman, “Labor Supply Response to the Earned Income Tax Credit,” The 
Quarterly Journal of Economics 111, no. 2 (1996): 605-37; Chuck Marr, Chye-Ching Huang, and Arloc Sherman, 
Earned Income Tax Credit Promotes Work, Encourages Children 's Success at School, Research Finds (Washington, 
DC: Center on Budget and Policy Priorities, 2014), http://www.cbpp.org/files/6-26-12tax.pdf . 

19 Center on Budget and Policy Priorities, The Earned Income Tax Credit (Washington, DC; Center on 
Budget and Policy Priorities, 2014), httD://www.cbpD.org/files/pQlicvbasics-eitc.pdf . 

20 Center on Budget and Policy Priorities, Policy Basics: The Child Tax Credit (Washington, DC: Center on 
Budget and Policy Priorities, 2014), http://www.cbpp.org/files/policvbasics-ctc.pdf . 

21 Elaine Maag, “The Tax Policy Briefing Book: Taxation and the Family: How Does the Tax System 
Subsidize Child Care Expenses?” (Washington, DC: Tax Policy Center, 2013), 
http://www.taxpolicvcenter.org/briefing-book/kev-elements/familv/child’Care-subsidies.cfTn . 

22 Maag, “The Tax Policy Briefing Book; Taxation and the Family: How Does the Tax System Subsidize 
Child Care Expenses?” 

23 Gordon B. Dahl and Lance J. Lochner, “The Impact of Family Income on Child Achievement: Evidence 
from the Earned Income Tax Credit,” American Economic Review 102, no. 5 (August 2012): 1927-56. 

24 2Ist Century Worker Tax Cut Act, S. 2162, 113 Cong. 2 sess. (2014). 

25 U.S. Senator Patty Murray, “Senator Patty Murray Introduces The 2 1 st Century Worker Tax Cut Act,” 
Press release, March 26, 2014, http://www.murrav.senate.gov/public/index.cfm/2014/3/senator-pattv-murrav- 
introduces-the-2 1 st-centurv-worker-tax-cut-act . 

26 U.S. Senate Budget Committee, “The 21st Century Worker Tax Act,” (2014), 

http://www.budget.senate.gov/democratic/public/ cache/files/c548fbl8-lc3e-4851-84c9-5680cbda388c/the-21st- 
ccrtturv-worker-tax-cut-act,pdf . 

27 U.S. Senator Patty Murray, “Senator Patty Murray Introduces The 2 1 st Century Worker Tax Cut Act.” 

28 Ibid. 

29 U.S. Senate Budget Committee, “The 2Ist Century Worker Tax Act.” 

30 David Madland and Keith Miller, “Raising the Minimum Wage Would Boost the Incomes of Millions of 

Women and Their Families” (Center for American Progress Action Fund, 2013), 

http://www.americanprogressaction.org/issucs/labor/news/2013/12/09/80484/raising-the-minimum-wage-would- 

boost-the-incomes-of-millions-of-women-and-their-families/ . 

3 1 Melissa Boteach and Shawn Fremstad, “Putting Women at the Center of Policym^ing,” in The Shriver 
Report: A Woman 's Nation Pushes Back from the Brink (Washington, DC: Center for American Progress, 2014), 
244-79. 

32 Ibid. 

33 Ibid. 

34 Ibid; NBC News, “Working Americans turn down pay raise to avoid ‘cliff effect’,” May 24, 2013, 
http://www.nbcnews.com/videQ/rock‘Center/5 1 996 1 00 . 

35 James J. Heckman and Dimitriy V. Masterov, “The Productivity Argument for Investing in Young 
Children,” Review of Agricultural Economics 29 (2007): 446-93. 



212 


13 


36 Arthur J. Reynolds et al., “Age 21 Cost-Benefit Analysis of the Title I Chicago Child-Parent Centers,” 
Educational Evaluation and Policy Analysis 24, no. 4 (Winter 2002): 267—303. 

37 Committee on Appropriations - Democrats, “Summary of Omnibus Appropriations Act,” United States 
House of Representatives, httD://democrats.appropriations.house.gov/toD-news/summa^-of-omnibus- 
appronriations-act/ (last accessed May 2014); Harry Stein, “TTie Omnibus Spending Bill Reveals the Economic 
Consequences of the Murray-Ryan Budget Deal” (Center for American Progress, 2014), 
http://wvm.americanprogress.org/issues/budget/news/2014/01/17/82484/the-omnibus-spendmg-bill-reveais-the- 
economic-conseauences-of-the-murrav-rvan-budget-deal/ . 

38 Stein, “The Omnibus Spending Bill Reveals the Economic Consequences of the Murray-Ryan Budget 
Deal.” 

39 National Partnership for Women and Families, “Fact Sheet: The Family and Medical Insurance Leave Act 
(FAMILY Act)” (Washington, DC: National Partnership for Women & Families, 2014), 
http://www.nationalpartnership.org/research-librarv/work-familv/paid-ieave/familv-act-fact-sheet.pdf . 

40 National Partnership for Women and Families, “Paid Family & Medical Leave: An Overview,” (2012), 
http://go.nationalpartnership.org/site/DocServer/PFML Overview FINAL.pdf?docID=7847: Rhode Island 
Department of Labor and Training, “Temporary Disability Insurance,” http://www.dlt.ri.gov/tdl/ (last accessed May 
2014). 

41 Department of Labor, FY2015 Department of Labor Budget in 5r/V/(Washington, DC: Department of 
Labor, 2014), http.7/www.dol.gov/dol/budget/2015/PDF/FY201 5BIB.pdf . 

42 Christopher Ruhm and Jackqueline L. Teague, “Parental Leave Policies in Europe and North America,” 
Gender and the Family Issues in the Workplace, 1997, 133-56. 

43 Ibid. 

44 MetLife Mature Market Institute, The MetLife Study of Caregiving Costs to Working Caregivers: Double 
Jeopar<^ for Baby Boomers Caring for Their Parents (Westport, CT: MetLife Mature Market Institute, 201 1). 

45 Jane Waldfogel, “The Family Gap for Young Women in the United States and Britain: Can Maternity 
Leave Make a Difference?,” Journal of Labor Economics 16, no. 3 (1998): 505-45. 

46 DeNavas-Walt, Proctor, and Smith, Income, Poverty, and Health Insurance Coverage in the United States: 
2012, Table A-4. 

47 National Women’s Law Center, “How the Wage Gap Hurts Women and Families,” (Washington, DC: 
National Women’s Law Center, 2013), 

http://www.nwlc.org/sites/default/files/pdfe/factorotherthan sexfactsheet 5.30.12 final.pdf . 

48 Heidi Hartmann and Jeffrey Hayes, How Equal Pay for Working Women Would Reduce Poverty and Grow 
the American Econon^ (Washington, DC: Institute for Women’s Policy Research, 2014). 

49 Ibid; U.S. Bureau of Economic Analysis, Widespread Economic Growth in 2012, News release, June 6, 
2013), Table 4, http://bea.gQV/newsreleases/regional/gdp state/2013/Ddf/gSD0613.Ddf . 

50 Department of L£d>or, FY 2015 Department of Labor Budget in Brief. 

51 Madland and Miller, “Raising the Minimum Wage Would Boost the Incomes of Millions of Women and 
Their Families.” 



213 


14 


52 David Cooper, Raising the Federal Minimum Wage to $10. 10 Would Lift Wages for Million and Provide a 
Modest Economic Boost, (Washington, DC; Economic Policy Institute, 2013), 
httD://www.epi.org/DublicatiQn/raising’federal-minimum-wage“to-10l0/ . 

53 Ibid. 

54 Ibid. 

55 Democratic Leader Nancy Pelosi, “When Women Succeed, America Succeeds: An Economic Agenda for 
Women and Families,” http://www.democraticieader.gov/Women Succeed (last accessed May 2014). 


214 


Chairman Murray. Thank you very much. 

We will turn to Ms. Duchon. 

STATEMENT OF ANNMARIE DUCHON, ASSOCIATE DIRECTOR 

OF ACCOMMODATION SERVICES, UNIVERSITY OF MASSA- 
CHUSETTS, AMHERST 

Ms. Duchon. Thank you, Chairwoman Murray, Ranking Member 
Sessions, and all the Senators and staff here today. My name is 
AnnMarie Duchon, and I am a member of MomsRising. I am hon- 
ored to be here today to tell you my story and to give voice to the 
women who cannot be here today to share their experiences. 

My work environment is not the sort of place where you would 
think we would have a problem with unfair pay practices. I work 
at a progressive public university that prides itself on its commit- 
ment to diversity. I am the associate director of an innovative dis- 
ability services office, and I love my job. I am continuously learning 
and growing, and I get to work collaboratively with colleagues that 
I greatly respect. Every day I oversee programs that we have de- 
signed to assist people with disabilities gain full access to the uni- 
versity environment. However, even in an environment like this, 
wage discrimination based on gender still existed. 

I am telling my story not because I hate my job or because I have 
any ill will toward my employer or toward the male colleague who 
made a higher salary than I did. In fact, we are very good friends. 
But this story is not about him; it is about me. And it is a story 
that is all too common for women, and moms in particular, who 
face gender wage discrimination. It is unfair, it is bad for our econ- 
omy, and, to borrow a phrase, it is time to put an end to the “Mad 
Men” era policies. 

I began working for the disability services office at the Univer- 
sity of Massachusetts, Amherst in 2004. I was originally hired as 
a member of a team of consumer managers. From the moment I 
was hired, I made less than a male coworker doing the same job. 
This was the case even though our resumes were nearly identical. 
We both have master’s degrees and comparable professional experi- 
ence. In fact, we even graduated from the same University on the 
very same day. 

When I became aware of this wage disparity, I asked my em- 
ployer if I could be paid more. She said no. I was told that because 
my male coworker had accepted a pay cut to take this job, he 
should be paid more. But here is a fact: I, too, had taken a pay cut 
to accept this position, and my family depends just as much on my 
wages as my coworker’s family depends on his. This is the sort of 
ridiculous stereotyping — the assumption that because my male co- 
worker needed the higher salary and I did not — that is still preva- 
lent in too many workplaces today and is used to justify wage dis- 
crimination. My raise was denied, and I was being paid less be- 
cause I am a woman. 

After 5 years, my male coworker and I were promoted at the very 
same time. Since 2009, we both have held the position of associate 
director. And although I do love my work, it really hurt to know 
that my contributions were worth less than his were. Initially, I 
was hopeful at the time of the promotion that my employer would 
finally acknowledge my work and equalize my pay. But instead, I 
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was disappointed to learn that the wage gap increased by approxi- 
mately $1,400. 

Recently, my husband’s teaching job was threatened due to budg- 
et cuts. This situation made me really think about what those lost 
wages were costing my family. When I added those lost wages up 
and calculated that my family had lost over $12,000 in income, it 
was heartbreaking. My husband and I are both first-generation col- 
lege students. We have crushing student loan debt. On paper, we 
look like we are doing just fine. But in reality, money is tight. We 
pay as much on our student loan payments each month as we do 
for our mortgage. Our daughter Grade is in full-time daycare be- 
cause neither of us can afford not to work. $12,000 in lost wages 
accounts for a year’s worth of child care or 10 months’ worth of our 
mortgage or 10 months of student loan payments — all our expenses 
that we struggle to pay for. 

So I tried again. I approached my employer again this time with 
a visual chart that showed the stark salary difference between my 
coworker and me. And I repeated my case that I should be paid 
fairly. This time, my employer agreed to raise my salary to equal 
my male coworker’s. And 5 months later, I received a paycheck 
that finally reflected equal pay. 

I was eventually able to get paid fairly, but it took more than 7 
years of difficult conversations and cost me thousands in lost 
wages — all of this in an environment where I could have open con- 
versations about my salary without fearing repercussions. 

I was thrilled last month when President Obama took Executive 
action to ensure that Federal contractors are barred from retali- 
ating against employees who discuss their salary information. But 
we still need Congress to pass the Paycheck Fairness Act, which 
would allow all workers to talk about their salaries to their cowork- 
ers without the fear of being fired. 

Millions of women trying to raise families while working min- 
imum wage jobs have not seen an increase in years. Congress has 
the opportunity to right these wrongs. It is time to increase min- 
imum wage, time to do something about the student loan crisis, 
and it is long past time to pass the Paycheck Fairness Act. 

I hope that by the time my daughter Gracie is able to understand 
what wage discrimination is all about, it will have long since been 
resolved. According to recent research, at the rate we are going, if 
we do not take action, the wage gap will not close on its own until 
my 5-year-old girl is 48. Forty-eight. Instead, I hope that the idea 
of Mommy being paid less than a man while working at the same 
job will be a relic concept for her, kind of like life before the 
iPhone. 

I am honored to be here today, and I thank you again for the op- 
portunity to testify. 

[The prepared statement of Ms. Duchon follows:] 
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Thank you Chairwoman Murray, Ranking Member Sessions, and all the Senators here today. 
My name is AnnMarie Duchon, I’m a member of MomsRising and I am honored to be here 
today to tell you my story and also give voice to all the women who can’t be here today to share 
their experiences. 

My work environment is not the sort of place where you would think we’d have a problem with 
unfair pay practices. I work at a progressive public university that prides itself on its commitment 
to diversity. I am the Associate Director of an inventive and forward thinking Disability 
Services office. I love my job, I am continuously learning and growing, and I get to work 
collaboratively with colleagues I greatly respect. Every day I oversee programs designed to 
assist people with disabilities gain full access to the university environment. However, even in an 
environment like this, wage discrimination based on gender still existed. 

I am telling my story not because I hate my job, or because I had any ill-will toward my 
employer or toward the male colleague who made a higher salary than I did. In fact, I am good 
friends with him. But this isn’t a story about him, it is about me. And it is a story that is all too 
common for women, and moms in particular, who face gender wage discrimination. It’s unfair, 
it’s bad for our economy and, to borrow a phrase, it’s time to put an end to these Madmen-era 
policies. 

I began working for the Disability Services office at the University of Massachusetts, Amherst in 
2004. I was hired as a member of a team of Consumer Managers. From the moment I was hired 
I made less than a male coworker doing the same job. This was the case even though our 
resumes were nearly identical. We both have Master’s Degrees and comparable professional 
experience. We even graduated from the same University, on the same day. 

When I became aware of this wage disparity I asked my employer if I could be paid more. She 
said no. I was told that because ray male coworker had accepted a pay cut to take this job he 
should be paid more. Here is a fact: I TOO had taken a pay cut to accept this position and my 
family depends just as much on my wages as my co-worker's depends on his wages. This is the 
kind of ridiculous stereotyping - the assumption that my male co-worker needed the higher 
salary and I did not - that is still prevalent in too many workplaces today and used to justify 
wage discrimination. My raise was denied and I was being paid less because 1 am a woman. 

After 5 years, my male coworker and I were promoted at the same time. Since 2009, we both 
have held the position of Associate Director. And although I do love my work, it hurt to know 
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that my efforts were worth less than his. Initially, I was hopeful at the time of the promotion that 
my employer would finally acknowledge my work and equalize my pay. But instead, I was 
disappointed to learn that the wage gap increased. 

Recently, my husband’s teaching job was threatened due to budget cuts. This situation made me 
think about what those lost wages were costing my family. I added those lost wages up and 
calculated that my family had lost over $12,000 in income. 

My husband and I are both first generation college graduates with crushing student loan debt. On 
paper, it looks like we are doing well, but in reality, money is tight. We pay as much on our 
student loan payments each month as we do for our mortgage. Our daughter Grade is in full- 
time daycare because neither of us can afford not to work. $12,000 in lost wages accounts for a 
year’s worth of childcare, or 10 months worth of mortgage or student loan payments. All 
expenses we struggle to pay for. 

So I tried again. I approached my employer again this time with a visual chart that showed the 
stark salary difference between my coworker and me. I repeated my case that I should be paid 
fairly. This time, my employer agreed to raise my salary to equal my male coworker’s. Five 
months later, I received a paycheck that finally reflected equal pay. 

Yes, I was eventually able to get paid fairly, but it took more than seven years of difficult 
conversations and cost me thousands in lost wages. All of this in an environment where I could 
have open conversations about my salary without fearing repercussions. 

I was thrilled last month when President Obama took executive action to ensure that federal 
contractors are barred firom retaliating against employees who discuss their salary information. 
But we still need Congress to pass the Paycheck Fairness Act, which would allow all workers to 
talk about their salaries to their coworkers and employers without worrying about being fired. 

Millions of women trying to raise families while working minimum wage jobs that haven’t seen 
an increase in years. Congress has the opportunity to right these wrongs. It is time to increase 
minimum wage, time to do something about the Student Loan crisis and it is long past time to 
pass the Paycheck Fairness Act. 

I hope that by the time my daughter Gracie is able to understand what wage discrimination based 
on gender is all about, it will have long since been resolved. According to recent research, at the 
rate we're going, if we don't take action, the wage gap won't close on it's own until my 5 year old 
is 48 years old, or even much much older. 

Instead, I hope that the idea of Mommy being paid less than a man while working at the same job 
will be a relic concept from ancient times (kind of like life without the internet or smartphones!) 

1 am honored to be here today and thank you again for the opportunity to testify. 



AnnMarie Duchon 
78 California Avenue 
Springfield, Ma 01118 
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May 19, 2014 


Dear Senator Wyden, 

Thank you for soliciting our ideas on improving social safety programs for families. While 
I am not an economist, I have listed what seem like common sense solutions based upon 
my experience as a full-time employee and mother. 

Pass the Paycheck Fairness Act: This would enhance pay-equity practices in the 
workplace. Pay transparency in the workplace enhances productivity regardless of 
gender and when discrimination has taken place, it can be rectified easier. 

Pass ENDA (Employment Non-Discrimination Act): Currently one can be fired from their 
federal job as well as in most states, simply based on their sexual orientation. Many 
lesbian, gay or bisexual folks are parents and heads of households. Without such 
protections, we put families at risk of economic hardship. 

Pass the Healthy Families Act: People shouldn't have to choose between going to work 
sick, or staying home with a sick dependent, or losing their pay check and even possibly 
their jobs. 

Join the ranks for other world countries, the majority of which have family-friendly 
policies: In many other first world countries, childcare is subsidized, widely available 
and provided while cost is determined on a sliding scale based on income. Paid family 
leave for parents to have time to care for their infants or adopted children and create 
the necessary bonding experience that results in healthier children and families. At the 
very least, allow folks to purchase paid family leave insurance, so measures are in place, 
should the need arise. 

Increase tax breaks for families: Currently employees can participate in a pre-tax dollar 
incentive "Dependent Care" program up to $5,000 per family. This program is run 
similarly to a Flexible Spending Account, although the money must be earned in 
advance. This allows families to use pre-tax dollars to reduce their tax burden. 
Unfortunately, full time childcare typically costs approximately $10,000 a year, per 
child. Increasing the Dependent Care limit to $10,000 would help families. 
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Tax incentives/breaks for school uniforms and supplies: With increasing numbers of 
public schools requiring uniforms for students, a tax deduction for such supplies would 
help off-set educational costs. 

Provide incentives for employers to provide day-care and flexible work hours to their 
employees: With so many family members responsible for children and/or elders, this 
should apply across the board. Additionally, we need to remove the cultural 
assumption that caring for others is women's work. Having such flexibility for men 
would encourage more men to take up such responsibilities, therefore reducing the 
"second shift" burden on women. 

Increase the minimum wage & encourage early childhood education: Currently a full- 
time minimum wage earner could never afford child-care without some sort of subsidy. 
We know that early childhood education pays for itself with less truancy, reduced drop- 
out rates, increased health benefits and reduction in the likelihood of imprisonment for 
the children all the while, increasing the productivity of the working parent while 
reducing their number of absences and tardiness hence, strengthening the workforce. 

I hope you find such suggestions helpful. Thank you again for soliciting feedback from 
those of us working moms who are on the front line. 

Sincerely, 

AnnMarie P. Duchon, M.Ed. 
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Chairman Murray. Thank you very much. 

Ms. Schaeffer? 

STATEMENT OF SABRINA L. SCHAEFFER, EXECUTIVE 
DIRECTOR, INDEPENDENT WOMEN’S FORUM 

Ms. Schaeffer. Chairman Murray, Ranking Member Sessions, 
and members of the Committee, thank you for inviting me here 
today to discuss what I view as a serious shortcoming to the pro- 
posed Paycheck Fairness Act. 

My name is Sabrina Schaeffer, and I am the executive director 
of the Independent Women’s Forum. We are a nonprofit organiza- 
tion, and our mission is to increase the number of women who 
value and understand free markets and personal liberty. And we 
respond to those who portray society, and especially the workplace, 
as inherently unfair to women because we know it is simply not 
true. 

I come to this issue not just as the head of IWF but also as a 
working mother. I have three young children ages 6, 5, and 2, and 
I understand the very real need for plentiful jobs, fair wages, and 
workplace flexibility. And I am aware of the different factors 
women weigh when making decisions about what types of jobs to 
pursue and how to balance work and family responsibilities. 

It is those decisions and tradeoffs that should be at the heart of 
the discussion about workplace fairness. But proponents of the 
Paycheck Fairness Act usually begin their argument by citing the 
faulty 7 7 -cent wage gap statistic — that women only make 77 cents 
for every dollar a man earns. But to have an honest conversation 
about the workplace and about women’s earnings, we need to stop 
blindly repeating this number. 

We all know that this statistic is grossly overstated, as every se- 
rious study has demonstrated, including those done by liberal 
groups like the American Association of 

University Women and the 2009 CONSAD Research commis- 
sioned by the Department of Labor under this administration. 

The Department of Labor statistic compares the earnings of aver- 
age full-time working man to average full-time working woman, 
which shows that women actually earn about 81 percent of what 
men earn. But this is not the equivalent of comparing coworkers 
performing the same job. It is a comparison of averages, and it is 
like comparing apples to oranges. 

This number does not take into consideration any of the many 
important factors — from college major, work history, industry, spe- 
cialty, hours spent working each day, to name a few — which have 
a significant impact on how much someone earns, because when 
those factors are taken into account, the pay gap shrinks to as lit- 
tle as 4 cents. 

Discrimination may explain some of this remaining gap, and 
there are bad employers out there, although there could be other 
causes, such as women being more reluctant than men to negotiate 
starting salaries and to ask for raises. And knowing this is impor- 
tant so I can help close that small remaining wage gap by being 
more proactive on my own behalf and by teaching my daughters to 
be comfortable talking about money. 
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Even the White House conceded on Equal Pay Day this year that 
the wage gap statistic is misleading. Betsey Stevenson, a member 
of the White House Council of Economic Advisers, said she “com- 
pletely misspoke” when suggesting that gap was evidence of dis- 
crimination. 

Still, President Obama, Democrats here in Congress, and pro- 
gressive women’s groups continue to use this statistic to try to con- 
vince women that they are routinely suffering massive wage dis- 
crimination to justify growing Government in the name of pro- 
tecting women. 

And that is how they sell the Paycheck Eairness Act. They sug- 
gest that it would advance the cause of pay equity and help women 
earn more. But the bill’s sponsors rarely mention what the legisla- 
tion would actually do and whom it would really benefit. And that 
is probably because the legislation’s focus is not on increasing eco- 
nomic opportunity for women, which we all want, but it is on facili- 
tating more lawsuits against employers. 

Consider what would happen if this law were to pass. Employees 
would be forced to opt out of, rather than into, class action law- 
suits, making it easier for lawyers to get a class certified and in- 
creasing the potential for a jackpot award. 

Currently, victims of workplace discrimination can receive back 
pay for the earnings they were denied, as well as punitive damages 
of up to $300,000. The Paycheck Eairness Act would allow unlim- 
ited punitive damage awards, including for unintentional discrimi- 
nation. This dramatically increases the motivation for both lawyers 
and employees to sue in hopes of windfall payouts. 

Most importantly, the proposed law would severely limit how em- 
ployers could justify compensation decisions. Currently, businesses 
can justify differences in pay on factors like experience and job re- 
sponsibilities. But under the Paycheck Eairness Act, employers 
would only be justified in paying men and women differently if 
they can prove to the Government that it is a “business necessity.” 
Such ambiguity would be an open invitation to trial lawyers. Em- 
ployers would be targets of potential lawsuits for essentially any 
compensation decision — whether it is giving a bonus for superior 
performance or offering an employee more flexible hours in ex- 
change for reduced compensation. 

Ultimately, employers would have the incentive to create rigid, 
one-size-fits-all compensation packages which would hurt both men 
and women. 

The Paycheck Eairness Act is not necessary because equal pay is 
already the law. The Equal Pay Act and the Civil Rights Act pro- 
tect employees from gender-based wage discrimination. The Lily 
Ledbetter Fair Pay Act extends the amount of time a worker has 
to bring a suit against her employer. 

So what is the alternative? Well, women make up nearly 50 per- 
cent of the workforce today and are incredibly valuable to busi- 
nesses. The workplace is changing quickly and for the better. Pro- 
viding fair pay, sensible leave policies, and more generous benefit 
packages are increasingly being used to attract and retain women. 

And where businesses lag behind, there is a robust industry de- 
voted to not just helping women sue, like the Paycheck Fairness 
Act does, but to overcoming remaining hurdles in the workplace. 85 
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Broads, Negotiating Women, She Negotiates — these all help women 
maximize their success at work. 

The goal of public policy ought to be to give women and men 
equal opportunities to pursue their vision of happiness. But we 
should not be fixated on creating equal outcomes. Some people will 
choose to take lower-paying jobs they find personally fulfilling; oth- 
ers will be willing to work 80 -hour weeks to maximize their pay. 
That is why job creation and growth — not more lawsuits — is the 
real key to expanding economic opportunity for women and their 
families. 

Thank you. 

[The prepared statement of Ms. Schaeffer follows:] 
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STATEMENT OF 
SABRINA L SCHAEFFER 

EXECUTIVE DIREaOR, INDEPENDENT WOMEN'S FORUM 
BEFORE THE 

SENATE BUDGET COMMITTEE 
ON 

EXPANDING ECONOMIC OPPORTUNITY FOR WOMEN AND THEIR FAMILIES 

May 13, 2014 


Chairman Murray, Ranking Member Sessions, and Members of the Committee: Thank 
you for inviting me to be here today and for the opportunity to discuss the so-called wage gap, 
the very serious shortcomings of the proposed Paycheck Fairness Act, and workplace fairness. 

My name is Sabrina L. Schaeffer, and I am the executive director of the Independent 
Women's Forum. We are a nonprofit organization, and our mission is to improve the lives of 
Americans by increasing the number of women who value free markets and personal liberty. 
And we respond to those who seek to convince women that society - and especially the 
workplace - is inherently unfair to women because it's simply not true. 

Perpetuating the myth that women are a victim class harms women by making them 
feel weak, and it distracts them from learning effective ways to increase their earnings, expand 
their influence in the workplace, and pursue the lives they want. 

But I come at this issue not just as the head of a free market think tank, but also as a 
mother. I am the mother of 3 young children ages 6, 5, and 2, so I am familiar with the very real 
need for plentiful jobs, fair wages, and workplace flexibility. I'm aware of the many factors that 
people, but particularly women, must weigh when making decisions about what types of jobs to 
pursue and how to balance work and family responsibilities. 

It's those decisions and tradeoffs that are at the heart of the discussion about workplace 
fairness. Proponents of the Paycheck Fairness Act usually begin their argument by citing the 
faulty 77-cent wage gap statistic - that women only make 77 cents for every dollar a man earns. 
But to have an honest conversation about the workplace and about women's earnings, we 
need to stop blindly repeating this number. 
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We all know that this "77 cents on the dollar" statistic is grossly overstated, as every 
serious study - including those done by liberal groups like the American Association of 
University Women and the CONSAD Research commissioned by the Department of Labor in 
2009 during this administration - has demonstrated. 

The Department of Labor statistic compares the earnings of the average full-time 
working man to the average full-time working woman, which shows that women earn about 81 
percent of what men earn. This isn't the equivalent of comparing coworkers performing the 
same Job. It's a comparison of averages, and it's equivalent to comparing apples to oranges. 

This basic comparison doesn't take into consideration any of the many important factors 
- from college major, work history, industry, specialty, hours spent working each day, to name 
but a few - which have a significant impact on how much someone earns. When those factors 
are taken into account, the pay gap shrinks to as little as 4 cents. 

Some of this remaining gap may be explained by discrimination, although there could be 
other causes, such as women being more reluctant than men to negotiate starting salaries and 
to ask for raises. That's why it's important to have a fact-based conversation. Because I can do 
something to help close that small remaining wage gap by being more proactive on my own 
behalf and by teaching my daughters to be comfortable talking about money. 

This year, even the White House conceded on "Equal Pay Day" that the wage gap 
statistic is misleading. Betsey Stevenson, a member of the White House Council of Economic 
Advisers said she "completely misspoke" when suggesting that the 77-cent wage gap statistic 
was evidence of discrimination. 

Nevertheless, President Obama, Democrats here in Congress, and liberal women’s 
groups continue to use this faulty statistic to try to convince women that they are routinely 
suffering massive wage discrimination and to Justify growing government in the name of 
protecting women. 

That's how they sell the Paycheck Fairness Act. They suggest that it would advance the 
cause of pay equity and help women earn more; but the bill's sponsors rarely mention what the 
legislation would actually do and who it would really benefit. That's probably because the 
legislation's focus isn't on increasing economic opportunity for women - it's facilitating more 
lawsuits against employers. 

Consider what would happen if this law were to pass. Employees would be 
forced to opt out of, rather than into, class action suits, making it easier for lawyers to 
get a class certified and increasing the potential for a Jackpot award. The Paycheck 
Fairness Act also raises current caps to make the potential payouts from lawsuits much 
larger. 
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Under existing law, victinns of workplace discrimination are already protected 
and can receive back-pay for the earnings they were denied, as well as punitive 
damages of up to $300,000 when discrimination is found to be intentional. But the 
Paycheck Fairness Act would allow unlimited punitive damage awards, including for 
unintentional discrimination. This dramatically increases the motivation for both lawyers 
and employees to sue in hopes of windfall payouts. 

Most importantly, the proposed law would also dramatically limit how 
employers could Justify their compensation decisions. Under current law, businesses can 
justify differences in pay based on experience. Job responsibilities, performance, and 
business necessity. But under the Paycheck Fairness Act, employers would only be 
Justified in paying male and female employees differently if they can prove to the 
government it's a "business necessity." 

For example: A retail store needs to hire a floor manager. A male manager on 
the 3"* floor has a college degree and is being paid more because the retailer thinks it's 
valuable to them. The female manager on the 2"'* floor doesn't have a college degree, so 
they are paying her less. But the retailer is exposed because Washington doesn't think 
that a college degree is a "business necessity" to be a floor manager. 

The ambiguity in the iaw and this definition would be an open invitation to trial 
lawyers. Employers would be targets to potential lawsuits for essentially any 
compensation decision - whether that's making a counter-offer to retain a valued 
employee, giving a bonus for superior performance, or offering an employee more 
flexible hours in exchange for reduced compensation. 

The bottom line is that the Paycheck Fairness Act would not create either "fairness" or 
equal pay; it would simply expand the definition of "wage discrimination," making it easier, as 
with the Lilly Ledbetter Fair Pay Act, to file lawsuits, and open businesses up to greater litigation 
and uncertainty— all of which would be devastating to workplace flexibility and Job creation and 
bad for both men and women. Though ultimately, the Paycheck Fairness Act would hurt women 
more, by becoming more costly to employ, and by forcing employers to worry about the 
Increased risk of litigation. 

Let's remember that equal pay is already the law. There are two federal laws in 
place to protect employees from gender-based wage discrimination— the Equal Pay Act 
(1963), and the Civil Rights Act (1964). Also, the Lilly Ledbetter Fair Pay Act, which the 
president signed into law in 2009, further extends the amount of time a worker has to 
bring a discrimination suit against her employer. 

Even the Washington Post's editorial board agrees that the Paycheck Fairness 
Act is a flawed approach to Job bias. And the Committee should consider how the 
Paycheck Fairness Act would provide a tremendous incentive to employers to create 
rigid, one-size-fits-ail compensation packages, and may even encourage them to reduce 
their workforce altogether to limit their legal exposure. And in this down economy 
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businesses would be wasting more of their resources on lawyers while spending less 
investing in new workers to grow their core business. 

So what's the alternative to this approach to pay equity? How can we make sure 
women are being paid fairiy? 

Let's remember women make up nearly 50 percent of the workforce today, and 
are incredibly valuable to businesses. What's more the workpiace is changing - quickly 
and for the better. Providing fair pay, sensible leave policies, and more generous benefit 
packages are increasingly being used to attract and retain women. 

And where businesses may still lag behind, there is a robust private industry 
devoted to helping women achieve higher pay. Sheryl Sandberg was not the first woman 
to write the "rules for success." A cursory search on Amazon will bring up dozens of 
other books that teach women how to negotiate and how to improve their standing in 
the workplace. 

Hosts of organizations like 85 Broads, Negotiating Women, She Negotiates, and 
C4CM {Center for Competitive Management) work to heip women maximize their 
success at work; Conferences, networking events, corporate training programs, 
individual training courses, video seminars. 

In short there is an entire industry devoted to not just heiping women sue like 
the Paycheck Fairness Act would do, but to actually overcoming remaining hurdles in 
the workplace. 

Government can make it easier for women (and men) by encouraging job 
creation and reducing the burdens they place on businesses. 

Rather than advancing new iaws like the Paycheck Fairness Act, which is unfair 
and will be a jobs killer, policymakers should work to ensure that there is a robust job 
market, streamline the tax system to ensure famiiies can keep more of their take-home 
pay, and allow men and women to make the choices about how best to balance their 
career, famiiy, and other iife goals. 

The goal of public policy ought to be to give women and men equai opportunities 
to pursue their vision of happiness. We shouldn't be fixated on creating equal 
outcomes. Some people will choose to take lower paying jobs that they find personally 
fulfilling, some are wiiling to work 80 hour weeks to maximize their pay, and others cut 
back hours so they can be in the house when their kids get home everyday after-school. 
Those are individual decisions that ought to be made by free peopie, and Congress 
should be creating a business environment that encourages companies to create that 
kind of diversity of work opportunities. 


Job creation and growth— not more lawsuits— is the real key to expanding 
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economic opportunity for women and their families. 

Thank you again for your time, and I look forward to your questions. 
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Chairman Murray. Thank you. Many of you know I care a lot 
about making sure that children have access to high-quality early 
childhood education, including child care. And I often talk about 
the long-term benefits that these programs have for the children 
who experience them. But it is really important to remember that 
child care is a vital work support for mothers as well. We know 
that mothers who have access to reliable child care have less ab- 
senteeism and tardiness from work and they are more productive. 

However, we also know that child care is still prohibitively ex- 
pensive for many families. For example, in every State in the U.S., 
center-based care for an infant exceeds 25 percent of median in- 
come for single parents. 

So, Dr. Boushey, I wanted to ask you, can you speak to the eco- 
nomic impacts of these challenges that families face in accessing 
child care? 

Ms. Boushey. Certainly. Thank you. I believe, you know, in some 
ways AnnMarie here to my left actually very eloquently described 
her own challenges that I think are important to sort of recognize, 
that child care is so costly for families. I believe you said it was 
$12,000 a year. When you look across the country, you see that the 
average cost for a 4-year-old in center-based care ranges from less 
than about $4,000 to more than $15,000 or even $20,000 a year. 
And with most working women earning less than $30,000 a year, 
that is an enormous cost for families to have to bear. 

But let us also put this into a bit of a broader context. Most fami- 
lies that need child care for very young children are young families. 
Half of women have their first child by the age of 25. When people 
enter the labor force, that is when their wages are lowest. It is also 
when they have their biggest student loan debt if they went to col- 
lege, regardless of whether or not they graduated if they started 
college. And I will note that women are more likely than men to 
take out student debt, and when they do, they take on larger 
amounts of loans. 

So all of this compounds for workers at the start of their careers, 
making it very difficult to afford child care and pushing a lot of 
families into this very false dichotomy between her working and 
not working, and the impact on the family budget. 

Let me be very clear. Those years that women lose in the labor 
force, if it is not by choice — or even if it is by choice — have a life- 
time impact on their earnings, on their retirement security, on 
their ability to grow and develop their careers. This is not just a 
choice that families make when that child is 2 or 3 and that mom 
is young and that family is young. This is a decision that affects 
the rest of her career, their family economic security, and feeds 
right into how we think about whether or not Social Security is 
providing that family with enough benefits. Those are years that 
she has lost paying into. So that is on the work side. 

I also want to stress that, as an economist, one of the things that 
we now is that early childhood education is one of the most impor- 
tant things we need to do to be developing our Nation’s human cap- 
ital. And the fact that we are leaving this unattended to in such 
a large way and so different than other developed countries is 
shooting ourselves in the foot for the next generation of workers. 

Chairman Murray. Well, thank you very much. 



229 


Ms. Duchon, I assume that your experience reflects what you just 
heard. 

Ms. Duchon. Absolutely. I just want to add, one of the ways that 
we have tried to keep costs down is we have my mom watch my 
daughter once a week. It sort of keeps our cost down by about 
$2,400 a year. But she does not live close, so she drives almost 4 
hours a day to do that. 

Chairman Murray. So child care access impacts on lots of people 
there. 

Dr. Boushey, I also wanted to ask you about retirement security. 
About half of our workers in the private sector have access to an 
employer-based retirement plan. That is a figure that drops to 
about 30 percent for workers and businesses with fewer than 100 
employees. And, surprisingly, in such a wealthy Nation, about 45 
percent of all workers report that they have no retirement assets 
at all. So that is pretty bad news for everyone, but in particular, 
it leads to worse retirement conditions for women. Among people 
65 and older, women have less retirement income, face a greater 
risk of poverty than men, and one in three women depend on Social 
Security as their sole source of income. 

So I think it is no exaggeration to say that we face a retirement 
crisis, particularly for women, and. Dr. Boushey, I wanted to ask 
you, there are a lot of policy steps that could be proposed. Give me 
your top two to address this. 

Ms. Boushey. Well, I would start by looking at women’s labor 
supply, so I would focus on policies that help women move up the 
job ladder and stay in the labor market — policies such as address- 
ing child care, policies such as the family and medical leave insur- 
ance legislation that has been put on the table, policies that make 
it possible for women to earn a fair day’s pay. So that basket, if 
you care about retirement security, you have to care about what is 
happening when people are in the labor market. 

But then, of course, we also need to attend to making sure that 
Social Security is a vibrant and strong program. There are a lot of 
new proposals out there that people are talking about to make sure 
that people that have their savings in 401(k)s are getting a good 
deal. That is one of the challenges. We have moved from a pension 
system which got a pretty good deal for workers and their families 
to these 401(k)s where often there are exorbitantly high fees and 
where people are sort of left on their own to make decisions about 
investments that are challenging even for a Ph.D. economist to 
know what kinds of investments you should be focusing on. 

So the USA Retirement Funds Act and the SAFE Retirement 
Plan that the Center for American Progress has put together, both 
focus on how is it that we can make 401(k)s a better financial tool 
for families. So I would focus there as well. 

Chairman Murray. Thank you very much, and I am out of time. 
Senator Sessions? 

Senator Sessions. Thank you. Senator Wyden is a member of 
this Committee and chairs the Finance Committee. He and I have 
been talking about retirement savings and the need for that and 
the importance of it, Ms. Boushey, so I think it is something to look 
at. And I am concerned about fees. Fees can erode significantly a 
person’s savings over time, and I do not think a lot of people under- 
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stand that. The Federal thrift program is probably one of the best 
because it has such low fees, and I would like to see more of that. 

Senator Wyden believes that we can start saving younger and 
that would help everybody learn more about savings. And he and 
I are talking about some of the things that we could do there. 

Ms. Schaeffer, you have been frank about some of your concerns 
about the way we have approached this issue. I think some of the 
points you make are valid and should be heard. As we establish 
public policy, it is awfully difficult to do so. I am confident there 
are women being taken advantage of today, and there are men 
being taken advantage of sometimes, too, not really knowing, like 
Ms. Duchon, to stand up and defend themselves. 

But tell us what you think are some of the things that would be 
most helpful to allow women to fulfill their highest values to make 
the choices they would like to make for themselves or their fami- 
lies. And are there any policies that the Government could carry 
out that would help that? 

Ms. Schaeffer. Thank you. And I agree that discrimination oc- 
curs. I agree that there are bad employers out there. But I do not 
think that the Paycheck Fairness Act will solve that problem. 

I think the very best thing for women, for men, and their fami- 
lies is strong economic growth and job creation. This gives all work- 
ers flexibility, right? If you are in a bad job, you have the oppor- 
tunity to look for a new job. So I think it is much better for us to 
focus our resources and our attention on growing our economy so 
that people have more choices. Because as I tried to identify, every- 
body is going to want to lay out their life plan in a different way, 
and we cannot have sort of these top-down Government-run solu- 
tions because it simply will not work. 

I think better than many of these Government-run ideas is to 
allow a market in education so that women can more easily get 
educated themselves and have more choices for their children at an 
earlier age. We currently do not have that. Most supporters of the 
Paycheck Fairness Act have stood up and blocked most educational 
freedom bills in their States. 

I think we need to stop picking winners and losers in the energy 
industry so that women can afford quality goods that are at lower 
prices, so that they can afford to fill up their car and get to work 
every day. 

We need to streamline our Tax Code so that women and men are 
taking home more of their take-home pay. 

We need to make sure that women and men own and control 
their health care dollars, so I would call for repealing Obamacare. 

These are all real solutions that would require reining in what 
I view as the progressive State and allowing individual families 
and individuals to have more control over the choices in their lives. 

Senator Sessions. Ms. Boushey, as you look at women and the 
choices they make, which are good for America if they choose to in- 
vest a lot of their time and effort in raising children in the next 
generation, that can put them behind financially. Do you have any 
thoughts about how we can deal with that in a realistic way? 

Ms. Boushey. Well, I think a couple of things. Certainly it is im- 
portant — right, we have to start from the premise that family is, 
of course, very important, and raising the next generation is a criti- 
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cally important job both for families but also for our economy more 
generally. 

The United States stands alone in not supporting families as 
they actually live and work today. The reality is that most parents 
are in the labor force, most children are being raised by a family 
that does not have a stay-at-home caregiver, and that poses chal- 
lenges for children. But, of course, at the other end, it means that 
most families do not have someone at home who can help when an 
elder may need a little bit of help. Somebody has got to take time 
off work. And we have not thought enough deeply about how to up- 
date our labor standards and our social insurance programs and 
our child-care systems to really help families. 

So I would focus on making sure that families actually have a 
choice, that child care is high quality and accessible to everybody, 
not just the very wealthy. And one of the things we forget about 
child care is you cannot scrimp on it. You cannot, you know, get 
cheaper-cost child care and think that that is just going to be okay 
for your kids, right? The kind of care is the kind of care that you 
need. You need a qualified teacher. It has got to be of sufficient 
quality. And we do not go far enough to make sure that every child 
in America and every family in America has access to that kind of 
quality at a cost that families can afford, again, when they are 
young and they do not have a lot of money. This is something that 
we need to step in and really help them with so they can make 
those choices honestly. 

Senator Sessions. Thank you. 

Chairman Murray. Senator Kaine. 

Senator Kaine. Thank you. Madam Chairwoman, and thank you 
to the witnesses. A lot of topics of interest. Let me just ask about 
one that I am really focused on, which is sort of nontraditional ca- 
reer fields and career and technical education. Senator Baldwin 
and I, Senator Portman and others are doing some work in this 
area, and we are having a fascinating debate now in the Armed 
Services Committee about the opening up of all these combat MOSs 
that have heretofore been gender exclusive for men, opening them 
up to women and providing women opportunities to meet the same 
standards that men meet in those areas. 

Traditionally, women have been underrepresented in some of 
what we call “nontraditional fields” — construction, engineering, 
manufacturing areas. The Perkins Career and Technical Education 
Act requires States to set targets for representation of women in 
these nontraditional career fields. 

But I would like just each of you to talk about kind of workforce 
training as advancing employment opportunities for women, and 
particularly, you know, what we could do in the career and tech- 
nical education or workforce training area that would help women 
be more equitably represented across the whole spectrum of profes- 
sions and jobs. I just would like each of your thoughts on that. 

Ms. Boushey. I will go first and be brief. I think that is an enor- 
mously issue. It is one that we have been working on for quite a 
long time, trying to get women into a wider array of occupations. 
And I would just sort of add one other point to that, and I am 
happy to also follow up in writing on some specifics on what we can 
do in that area. But one of the things that we are learning from 
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the literature is that it is not just about getting women into dif- 
ferent occupations. It is that inequality is actually occurring within 
occupations. 

Claudia Goldin, who is a professor at Harvard, has written an 
enormously important new study that just came out documenting 
how it is actually the working conditions in terms of hours and 
flexibility that make all the difference for inequality within occupa- 
tions. So I do think we need to make sure that we are opening up 
all sorts of professions to women. 

Just one more stat, and then I will stop. There is a Stanford pro- 
fessor and some folks from the University of Chicago that had this 
amazing study that came out a year and a half ago that found that 
between 1960 and 2008, a fifth, a full fifth of U.S. economic growth 
was because of the opening up of professions to women and minori- 
ties. This is enormously important, and I can follow up in writing 
with some specifics. 

[The information follows:] 
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Workplace Policies for Working Families ' ; 

Paycheck Fairness 

• Pay Transparency would help reduce the wage gap, as well as boost worker productivity and 
economic output. 

o Research by Emlliano Huet-Vaughn (doctoral candidate in the Department of Economics 
at the University of California, Berkeley) suggests that pay transparency in some 
workplaces has the potential to boost economic output by improving the productivity of 
workers. ^ 

o In a field experiment, Huet-Vaughn divided people into two groups. 

■ One group was given information about the earnings of others performing 
similar work at the same piece rate as them, and the other group was kept in 
the dark about their peers' earnings. 

■ By comparing the differences between the groups, Huet-Vaughn could seethe 
effect of pay transparency on these workers. 

o Results: 

■ People In the group shown their relative earnings position were more 
productive than those who weren't given that information. In fact, the work 
output of those In the Informed group increased by about 10 percent after 
they learned their relative positions.^ 

• The Paycheck Fairness Act, introduced by Sen. Barbara Mlkulski (D-MD) and Rep. Rosa Delauro 
(D-CT) would be an Important step towards pay transparency as it would prohibit companies 
from retaliating against workers who discuss salary information.^ 

Right-tO‘Request Laws 

• Most workers work full-time and have careglvlng responsibilities. Workers now need more 
flexibility to care for children and, increasingly, aging parents while also holding down a full- 
time job. 

• Right-to-request laws give workers the right to request a flexible schedule without fear of 
retaliation. 

• These laws are critical for working families. Many U.S. workers are subject to disciplinary action 
for even asking about schedule flexibility or predictability. 

• Federal policy could follow the lead of San Francisco and Vermont, which have recently passed 
right-to-request laws. The laws outline a process for employees and employers to discuss and 
negotiate workplace flexibility and permit employers to turn down the requests only for certain 
business reasons.'* 

o In Vermont, for example, employers may refuse the request for flexibility for reasons 
such as the burden of additional costs, negative effects on meeting customer demand or 
business quality and performance, or the inability to reorganize existing staff to make it 
work.® 
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• Right-to-request laws are based on policies in the United Kingdom, New Zealand, and Australia 
that allows employees to request a change in the number or schedule of their work hours,® 

• Right-to-request legislation, in the form of the Working Families Fiexibiiity Act, was introduced 
in the 111th Congress by Rep. Carolyn Maloney (D-NY) in the House of Representatives and Sen. 
Bob Casey (D-PA) in the Senate.’ 


Family and Medical Leave Insurance 

• Women need polices to help them balance work and family care so they can remain in the 
workforce and help grow our economy, 

• In 2012, only 59 percent of workers had access to unpaid, job-protected leave through the 
Family and Medical Leave Act of 1993.® The FMLA provides up to 12 weeks of unpaid leave per 
year to eligible employees who need time off to care for a new child, recover from a serious 
illness, or take care of a seriously ill family member.® 

• Workers who need to take leave, however, often cannot afford to take unpaid time off. 

o Forty-six percent of workers who needed leave but did not take it said that they could 
not afford to take it without pay.’® 

• Employers do not typically offer extended leave to care for a new child or an ill family member, 
and when they do, they tend to offer it only to higher-wage, higher-status workers. 

o In 2013, only 12 percent of workers had access to employer-provided paid leave,” 
o The employees who are least likely to get family and medical leave benefits are low- 
wage workers— those that are most likely to need leave because they cannot afford paid 
help to care for loved ones.” 

• Family and medical leave insurance— also known as paid family and medical leave or paid 
leave— would fill an important gap for workers. It provides wage replacement to workers who 
take temporary leave to recover from a serious illness or care for an ill family member, 
newborn, newly adopted child, or foster child,” 

• Only three states— California, New Jersey, and Rhode Island— have expanded their long- 
standing Temporary Disability Insurance, orTOI, programs, which cover medical leave including 
childbirth, to cover caregiver and bonding leave for new parents or for workers who need to 
care for a seriously ill family member.” 

• The experimentation at the state level shows that paid family and medical leave can be a 
successful policy for both employers and employees.” 

• The Family and Medical Insurance Leave Act of 2013, also known as the FAMILY Act, would 
relieve the financial burden of taking unpaid time off, providing paid leave for nearly every U.S. 
worker.” Introduced by Representative Rosa DeLauro and Senator Kirsten Gillibrand, the 
FAMILY Act draws on what we have learned from states that have family leave insurance and 
from other federal benefit programs. 
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Paid Sick Days 

• Earned sick time allows workers to take short, unplanned leave when the worker or a family 
member has an everyday illness. 

• Workers who lack paid sick days lose pay, risk losing their jobs, and endanger their family's 
livelihood if they stay home when they or their children are ill, 

• Public health and the economic well-being of our families should not be threatened simply 
because a worker or a child has the flu. 

o Employees who come to work sick compromise the health of their colleagues, 
o Parents who lack paid sick days are more likely to send their children to school or 
daycare when they are ill or leave them home alone.'^ 

• There are only a handful of places in the United States where workers currently have the right 
to Job-protected leave if they are sick, although the list is rapidly growing. San Francisco added 
these protections in 2006; Washington, D.C. in 2008; Connecticut and Seattle in 2011; New York 
City, Portland, Oregon, and Jersey City, New Jersey, in 2013; and Newark, New Jersey in 2014.“ 

• The Healthy Families Act, introduced as H.R. 1876 and S. 984 in the 112th Congress, would 
allow workers to earn one hour of sick leave for every 30 hours worked— up to seven days of 
earned sick time per year. The law excludes workers in firms with 15 or fewer employees.^ 


Additional information about rieht-to-reouest. family and medical leave insurance, and paid sick days 
policies can be found here: 

Appelbaum, Eileen, Heather Boushey, and John Schmitt. Economic Importance of Women's Rising Hours 
of Work: Time to Update Employment Standards. Washington, DC: Center for American Progress and the 
Center for Economic and Policy Research, April 2014. http://www.americanprogress.org/wD- 
content/uploads/2014/04/WomensRisingWorkv2.Ddf . 
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Additional Resources: 

Appelbaum, Eileen, and Ruth Milkman. Leaves That Pay: Employer and Worker Experiences with Paid 
Family Leave in California. Washington, DC; Center for Economic and Policy Research, 2011. 
httD://www.cepr.net/documents/publications/Dald-familv-leave-l-2011.Ddf . 

Boushey, Heather, and Alexandra Mitukiewicz. Family and Medical Leave Insurance: A Basic Standard 
for Today's Workforce. Washington, DC: Center for American Progress, 2013. 
http://www.amerlcanprogress.ore/wp-content/uDloads/2014/04/FMLA-report-summarv.pdf 

Boushey, Heather, and Ann O'Leary, eds. The Shriver Report: A Woman's Nation Changes Everything. 
Washington, DC: Simon and Schuster e-book and the Center for American Progress, 2009, 

Boushey, Heather, and Ann O'Leary, Our Working Nation: How Working Women Are Reshaping 
America's Families and Economy and What It Means for Policymakers. Washington, DC: Center for 
American Progress, 2010. 

http://www.americanprogre$s.ore/issues/2010/03/pdf/our working nation.pdf 

Boushey, Heather, "The Role of the Government in Work-Family Conflict." The Future ofChiidren 21, no. 
2 (Fall 2011): 163-90. http://futureofchildren.org/futureofchildren/publications/docs/21 02 08.pdf . 

Boushey, Heather, Helping Breadwinners When It Can't Wait: A Progressive Program for Family Leave 
Insurance. Washington, DC; Center for American Progress, 2009. 

httD://www.americanprogress.org/issues/labor/report/2Q09/06/08/6200/helDine-breadwinners-when- 

it-cant-wait/ . 

Morgan, Olivia, and Karen Skelton, eds. The Shriver Report: A Woman's Nation Pushes Back from the 
Brink. Washington, DC; Center for American Progress, 2014. 

National Partnership for Women and Families, "Fact Sheet; The Family and Medical Insurance Leave Act 
(FAMILY Act)." National Partnership for Women & Families, February 2014. 

httD://www.n3tionalpa rtnershiD.org/research-librarv/work-familv/paid-leave/familv-act-fact-sheet. pdf 

Williams, Joan C., and Heather Boushey. The Three Faces of Work-Family Conflict: The Poor, the 
Privileged, and the Missing Middle. Washington, DC: Center for American Progress and the Center for 
WorkLife Law, University of California, Hastings College of the Law, 2010. 
http://www.americ3nprogress.org/wp-content/uploads/issues/2010/01/pdf/threefaces.Ddf 
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Kristy Richardson leaves the Veterans Leadership Program of Western Pennsylvania, an organization 
helping her- return to life at home after multiple tours abroad. The leadership role she held in the 
military is one of her proudest achieycmcnts. {*ausM t**iow| 
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Putting Women at the 
Center of Policymaking 

Public Solutions to Help Women Push Back from the Brink 
By Melissa Boteach and SHauin FremMad 


bTliN'i'ii'X’O tact 


If women working full time, year round, were paid the same 
for their work as comparable men, we would cut the poverty 
rate for working women and their families In half 


I n th« so years since President Lyndon Johnson issued his War on Poverty 
declaration, much has changed for women ond fomilies. The share of young 
women in college has doubled, with women's uttendonce rotes surpossing 
men’s since the late 1980s. The shore of women who are both breadwinners ond 
caregivers has steadily increased. The gender wage gap has narrowed considerably, 
though 0 substantial gap still remains. And the vdue of the minimum woge, both 
in inflation-adjusted terms and as o percentoge of the overage wage, has declined. 

Public policies have played on important role in all of these trends, along with cul- 
tural, technological, and social changes. Still, our public policies haven’t adjusted 
to o world in which nearly two-thirds of mothers are primary or co-breodwinners. 
The consequences have been porticularly troubling for low-income mothers, who 
are much less likely to receive decent wages and family-friendly benefits from 
their employers than other working moms. 


^uwic soiunoNs 



Blitani Hood-Mongar works m ihe cafeteria at an elementary school in Chattanooga. Tennessee. 
Because she is considered a contractor, she is not eligible for benefits like paid sick leave or family 
leave. ieA«o*R* kimniv) 


We need new policy prescriptions for a new time— ones that will benefit these 
women, and strengthen our economy as well. 

To enact these new policies, we must first ask a game-changing question: How do 
we put women and their families at the center of our public policymaking? In a 
woman's nation, every woman who wonts to work should be able to join the labor 
force, and women should earn equal pay to their male counterparts. Unfortunately, 
we are still far from achieving these goals. 

Currently, 70.5 percent of working-age women participate in the labor force com- 
pared to 83.1 percent of working-age men.’ While some women may choose not to 
work, the lack of policies to help families manage conflicts between work and fam- 
ily takes the choice of working away from too many women. In fact, between 1990 
and 2010, the United States dropped from 6th to 17th in female labor force partici- 
pation among 22 developed countries. More than a quarter of our relative drop was 
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attributable to the fact that other dewloped countries expanded “family-friendly” 
policies such as parental ieaw, while the United States largely stagnated in enact- 
ing policies to help women balance the demands of work and care.^ 

As we outline thioughout our report, women in the labor force face a persistent 
wage gap that undermines their «;onomic security, earning 77 cents for every 
dollar earned by men. As economists Heidi Hartmann and Jeffrey Hayes of the 
Institute for Women’s Policy Research have found, if women working full time, 
year round were paid the same for their work as comparable men, they would 
earn $ 6,250 more a year on average. This increased income would cut the pov- 
erty rate for working women and their families in half. Of the S -8 million working 
women living below the poverty line, just over 3 million would be raised above it. 
And the U.S. gross domestic product woidd increase by 2.9 percent, or $ 4 SO bil- 
lion, an amount roughly equal in size to Virginia's economy. The economic ben- 
efits could not be clearer. 

With so much at stake, how do we remove barriers for women and unleash their 
economic potential? 

Some key public solutions could help millions of women and their families join the 
middle class, and strengthen the nation’s economy. It is essential to remember that 
today's women are increasingly both caregivers and breadwinners, and they face 
serious tradeoffs in both of these roles. To help women manage their care respon- 
sibilities in a way that bolsters their potentid as breadwinners, we need to ensure 
that workers at all income levels have access to paid time off as well as access to 
affordable and high-quality child care and preschool— like nearly all other devel- 
oped nations. We also need to ensure that women get fair and equal pay, and that 
they have access to the public supports and educational opportunities they need to 
put themselves on a stable path to middle-class economic security. 


RECOGNIZING CARE 

Women have long performed, without pay, the central human work of caring for 
children, the sick, and the elderly. And as Riane Eisler and Kimberly Otis note in 
Heather Boushey ’s chapter, to this day, the economic value of this work largely 
goes unrecognized. Core work, for example, is only counted toward GDP when it is 
provided for pay.^ 
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As women have Joined the workforce in increasing numbers, they have turned to 
both formal and informal care providers, often at considerable expense. At the 
same time, only so much of parents' core res^nsibilities can be— or should be— 
outsourced. Even with affordable child care, a working parent still needs to take 
time off to care for a sick child. And inking family leave to care for a new infant 
should be encouraged and supported. Yet, for the most part, our public policies 
don’t recognize the impact these core responsibilities have on workers. 

OFFERING PAID FAMILY LEAVE INSURANCE 

Fifty years ago, about half of all married mothers were “stay-at-home” moms 
who weren’t in the labor force at oU.^ Today, only one-fifth of married moms stay 
at home, and a greater share of all mothers are unmarried and in the labor force. 
As a result, most mothers today have to balance their caregiving roles with their 
breadwinning ones. 


Nationwide only about 12 percent of American workera 
kaue acceaa to paid family leave through their employera 
to care for a new child or aerioualy ill family member. 

Many well-paid professionals and managers have paid family leave benefits that 
allow them to take time off to meet these family responsibilities, while still meet- 
ing their breadwinning responsibilities. And three states— California, New Jersey, 
and Rhode Island— operate paid family leave insurance programs. 

California’s program, for example, effectively provides up to six weeks of partial 
wage replacement per year for covered workers to care for a new child or a seriously 
ill family member. For mothers, these benefits are in addition to the lo to 12 weeks 
of partial wage replacement for covered pregnant and postpartum workers under 
California’s temporary disability insurance program.* 

But nationwide, only about 12 percent of American workers have access to paid 
family leave through their employers to care for a new child or seriously ill fam- 
ily member.* Workers without paid family leave cobble together paid sick days or 
vacation days— which are typically inadequate, if available at qU— or they take 
unpaid leave if they can afford it, or leave their jobs altogether. Either caregiving 
comes Ql the expense of breadwinning or the other way around. 
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Paid famlfy kavc for the price of a cup of coffee 


iMton feawly (nwt'^ci d nrtieU5 Cun^e^s and 
iW K M t J nmhtgchdnn dU r<iffdl)r leave pfograms 
ynwHamblimortbriiid* >n(!nt(> accrue pjtd family 
iHMttthdpbatanoethdi and care n. punsibilitlefc 
Itrtfiiinify and Medical Inv i.iiaeieamAti or FAMILY 
Act, IS a proposed loaal in^u> anee prr^m tr>at would 
l^ll WDricrnttw aMIcy co earn up lo 1? weeks ot 
paid feave to cate for a new child, a seriously II iaimlv 
n)ern^«orthe^«irlSi^own serious illness. Benefits 
would equal two thirds of a m rictr's typical wagi s up to 
a capped anounc 

The program would be funded by a small increase m ' ' j 
the payroll tax that would be M^ared by employers and 


employees. The cot far die Breia^ hdl^crme worhtr 
eam*ng the median houity wage would be about $1 SO 
per week less than a small cup of coffee at Starbucks ' 

Under cho proposed legfsiackxv a woilcer^ cRglfaillty far 
I ave \*uii<d depend on whether he or she has sufficierc 
,) wt wui k historyt with the amount of past work required 
incieasing with age For inscanoBi a new parent urtder 
4ge ft would need to have worked m at lease six caien 
dar.iuarursin riu pl^t three years to be eligible^ while 
one between tlic aq* a of 24 and 30 would need to have 
worked in u kisthdi af the calendar quarters between 
a^ 21 and their leave date 


Workers in poorly compensated jobs, who are disproportionately women on the 
financial brink, bear the greatest financial burdens and ore the least likely to have 
paid time off of any sort. Additionally, the lack of paid ieove likely contributes to 
the gender gaps in both pay and employment. 

A growing body of research suggests that allowing all workers to earn paid family 
leave would have long-term benefits, beyond the partial replacement of earnings 
it provides for workers, their families, and the overall economy. Most importantly, 
research suggests that paid family leave will increase the employment of women 
on the brink who are caregivers, mostly by increasing the share of women who will 
return to the same employer after taking leave.® 

Case in point: Comparing outcomes for working women who took paid leave 
after a child’s birth with those of new mothers who did not, Rutgers University 
researchers have found that the women taking paid leave were more likely to be 
working g to 12 months after a child’s birth, more likely to report wage increases in 
the year following a child’s birth, and less likely to receive public assistance.’ 
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By making the workplace more famify friendly, a national paid famOy leave program 
will help close the gender gaps in employment and wages, while bolstering women’s 
long-term economic security. New nK>thers and fiamiiy caregiva's who return to 
work after their leave, instead of droj^ing out of the labor force for longer periods 
of time, will boost their lifetime earnings, be more likely to earn further raises and 
promotions, and accumulate greater retirement savings through Social Security 

In today’s world, where more mothers work than stay home, paid family leave’s 
time has come. It is one of the most effective ways the government can adapt to 
the realities of today’s families, and one of the surest ways to increase the eco- 
nomic stability of women on the brink. 

PROVIDING PAID SICK DAYS 

Paid family leave is designed to help workers meet caregiving responsibilities 
that typicaUy last weeks. But, of course, workers also need time to address short- 
term health and medical issues: a child home from school with the flu, on elderly 
parent’s medical emergency, or their own illness. 

Unfortunately, 39 percent of private -sector workers do not hove a single paid sick 
day.“* Even worse, 71 percent of private-sector workers in low-wage jobs— which 
are disproportionately held by women— go without any paid sick days.” Working 
caregivers without paid sick days often have to make lose-lose choices: send a 
child to daycare with the flu or sacrifice a day’s wages that were going to pay for 
this week's groceries? Go into work with a contagious cold, or risk losing the job 
altogether in this tough economy? 

A whopping 87 percent of women on the brink— and 96 percent of single moth- 
ers— said paid sick days would be “very useful” to them; our poll found it to be the 
number one policy they thought would help them— even more than an increase in 
wages or benefits. 

The solution is simple: a basic national standard that enables workers to earn paid, 
job-protected sick days. One national proposal, the Healthy Families Act intro- 
duced in Congress in 2013, would ensure that workers in businesses with 15 or more 
employees are able to earn one hour of paid sick leave for every 30 hours worked, up 
to seven days annually.’^ 


PURUC SOLUTIONS 



250 


AWoman'dN^toiPH^ws^defnHWlfe Brink ®- 


There is growing momentum for tbis 
type of change. In 2012, Connecticut 
became the first state to adopt a low 
that allows a substantial share of work- 
ers to earn paid sick days. And in 2013, 
Bortland, Oregon and New York City 
became the fourth and fifth major cities 
to adopt paid sick days laws, joining San 
Francisco, Seattle, and Washington, D.C 

Typically, these laws allow workers 
to earn five or more days of paid sick 
leave annually. In San Francisco, for 
example, worters corn one hour of paid 
sick leave for every 30 hours worked, 
up to nine days annually, or five days 
if they work for employers with 10 or 
fewer employees. 


Number of workers who would 

gain paid sick days under 
Healey Families Act, by wage 
peixentile 
(in millions) 


■Current coverage 
■New access 
under HFA 



Ommisut 


SouTO i<^ Eonwntc 


Sick and 5i««k ClM'AaCof)r 

Bcstworkf las v<llihwiitwrlftalittaa4illaii^ 
su^t her CM ni|i Mn and iliHlW MmlMdl in h«r 
homecotmcry orHiW.OB«dHtBlwriifcOI>Himerto 
htvryMiddo ’‘ejobU'fMCMilllpMlIbbOBl^liher 
nMh around che MtdMa ihaitiMAidfHt i''c 

{Mtwadieir unur. Mftrirf hMwIfl UdH it 

SH« went co che cttnte to pX VioMb kuea* Elope notes, 
wlien returnol MbhlhaM pMn aMHgnwkctv ! was 

andwlthob' ^xuianK(on,mytKM«tddiffioChtfiiiofon> 
gar had my job jtMnpaunnLl«9»lfiilMd(.iwenc 
homesidt r Ttinghurtcnthfefab andonpll d 


when i returned with a doctor's note. Cetuf^ fired 
was devastating," 

Close says this wasn) just her problem. M die resMtO'Mit: 
where she worked *1 noticed many peofMe would corrw 
to work sick because when calling in boss wotdd 

say they'd need ro come in anywayf 

Bose imd her a>lleagues were vulnerable became th^ 
like 71 percent ctf pdwtce'Seeror vi^rtens in kiwt-wsiie 
jobs, had no paM side cteys.'^ 
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Share of workers with access 


m paid sick leave, by wage 
percentiie 



S11 S11 and S16.59and $28,1* 


$1659 $26.18 

Lowfist-paid ^.l^jest-jMiid 

quMi*( Of workm , ^ 


Soiifcc NstionsI CoTip^sation Surrey 


As with paid family leave, a national 
standard for paid sick leave would 
increase the financial security of the 
millions of workers currently unable 
to take paid time off to care for a sick 
chUd or themselves when ill. Low- 
incoir^, working women, who are con- 
stantly juggling their caregiving and 
breadwinning roles, would be among 
those helped the most. According to the 
Joint Economic Committee of Congress, 
of the roughly 30 million additional 
workers who would have access to paid 
sick leave under the Healthy Families 
Act, nearly half ore working in jobs that 
pay less than $11.50 an hour.** 


In addition, providing paid sick days 

would have broad public health benefits. Nobody wants a cook with a bad case of 
the flu preparing his or her lunch, or a child care worker with a contagious illness 
toking care of his or her child. But millions of workers in these and similar indus- 
tries involving direct interpersonal contact go without paid sick days, including 
the workers in the Miami restaurant where Elose worked.** (see text box) And low 
pay in these same jobs likely limits the extent to which many sick workers can 
take unpaid time off. 


A national standard, like the one in the Healthy Families Act, would ensure that 
the vast majority of these workers are able to earn paid sick leave, allowing them 
to stay home when it’s the best thing for their health and yours. 


ENSURING ACCESS TO QUAliTY PRESCHOOl AND CHILD CARE 

There are 7.6 million U.S. families with children under age 6 living on the finan- 
cial brink.'® If more of the mothers in these families were able to work steadily in 
a decent job, many of them would be oble to move away from the brink and toward 
the middle class. 
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Let’s look at single mothers. Four out of every five single mothers vrith young 
children had incomes that put them on the economic brink in aoi2. But when 
these mothers are able to work full time, year round, they’re twice os likely to have 
incomes that lift them off the brink. While far too many of these working mothers 
are still struggling to make ends meet, having comings from a full-time job can 
make a big difference." 

However, to work fijil time, year round, mothers of young children need child care 
and preschool options that they can trust and afford. Not surprisingly, conslder- 
obie economic research shows that receiving child care assistance is associated 
with increased employment and earnings among low-income mothers.'® Further, 
high-quality preschool delivers considerable long-term economic benefits. Jen- 
nifer’s story (see textbox) shows the power of affordable, quality preschool to help 
mothers work, as well as to improve outcomes for their children, delivering long- 
term economic benefits. 
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Rigorous studies have found that for 
every $i invested in high-quality pre- 
school, we save an average of $7 in 
future public costs due to reductions 
in crime ond the need for remedial 
education, and increases in vrorkers’ 
pn^uctivity.‘* In our poll, 88 percent 
of women on the brink said that pro- 
viding affordable child care to working 
families would improve the nation’s eco- 
nomic security and 64 percent of them 
stron^y favored it as a government eco- 
nomic policy. 

Yet the average market cost of a full- 
time spot in a child care center for a 
4 -year-old ranges from $3,911 a year 
(in Mississippi) to $ 15,437 a year (in 
Washington, D.C).*® With the major- 
ity of working women earning less 
than $30,000 a year, many families 
are priced out of quality care, or pay 
an amount disproportionate to their 
earnings. Of the 3.13 million working 
mothers with preschoolers and a family 
income below 200 percent of the poverty 
line, just over 1 million make payments 
for child core. On average, the amount 
these mothers spend on child care each 
week is equal to more than one-third of 
their personal income." 

What about the low-income, working 
mothers of preschoolers who can’t afford 
child care? Most rely on family mem- 
bers and friends to help. After fathers, 
grandparents play the biggest role, serv- 
ing as the primary child care providers 
to nearly 900,000 preschool children of 
low-income, working moms.** 
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A head start for families: Jennifer’s story 

Wh«t jennifer% husband iosc his during the 

Great Recession, she stat^ wt^cmgto help suppotc^: : 
fefrifly. Unforwriateiy, tl^c^pte, reding in southesta^^:^^. :: 
, Arkansas, coutdn’c afford daj^rer , e >\ 

fhankfulty, the femily found the Hawhu^ Aricansas - c ^ 
BetOr dttrice, or ABC program which received feddiil 
fondingfrom several source, including Head Start Widt; : 
daynre taken cane 6f,|ennifer‘s husband was able to tate; 
the time to find other employment, and Jennifer could : 
hold down two jobs to help keep the family afloat. 


9te wri^ "If this MC program waat't available, over half 
{foaHTtel wQUldVe been spent on daycare.** The 
ABC prbgr^ ^o helped cwo of her children with devd- ^ 
(Rental disabilities and emotional and soaal problems 
^t^i^bnticai mitestcmes^mate impcM^ntpro^ss. 

ferihifer was one of die ii^ky ones. Tocfey, (miy about 18 
peoent of el^ibfe ^ildren receive fedei^ty funded child 
and wNie riatipnvi^ pr^hool encoilm^c 
^tnqeaMd in recent year^ the (owest«income children 
are the le^ Ukdy tp.p»'ricipate in preschool programs.^' - : : 


Existing child care assistance and preschool programs help, but they remain 
underfunded and a patchwork. Because of insufficient funding, only about i8 per- 
cent of eligible children actually receive federolly funded child care assistance.” 
Similarly, the Head Start program, which provides early learning opportunities 
for low-income chOdren, serves just 8 percent of all 3 -year-olds and ii percent of 
oil 4-year-olds, and state preschool programs serve just 28 percent of 4 -year-oIds 
and 4 percent of 3-yeQr-olds.*‘ 

We need to build on these existing systems to enable every child to attend two 
years of high-quality, full-day preschool. We must ensure that working mothers 
have affordable, quality child care options for their young children. 

In his most recent budget, President Barack Obama took 0 historic step toward 
these goals. His Preschool for All initiative would create a new federal-state part- 
nership to substantially expand the availability of high-quality preschool.** States 
would be able to receive federal funding to extend preschool to all 4 -year-olds 
from low- and moderate-income families, and they would have financial incen- 
tives to expand access to middle-class families. 
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In our poll, 88 percent of luomen on tke brink 
aaid that prouiding kigh-qualitp, affordable 
ckild care to luorking families loowld improve 
tke nation’s economic security. 


We also need to address the “child core cliff* in many states for parents who 
receive child care assistance; when a parent’s earnings increase, even a bit, she 
may find herself over an income threshold, and no longer eligible for child care 
assistance. This income limit or cliff can mean that to pay for child care, a work- 
ing parent ends up with considerably less take-home pay despite getting a raise or 
working more hours. Some struggling single ponents turn down raises or promo- 
tions, and even ask for pay cuts, to avoid going off the cliff.*’ 

To address these problems, we need to increase our investment in the Child Care 
and Development Fund, the primary source of federal funding for child care assis- 
tance for low- ond moderate-income families. We need to turn the cliff into a 
gradual off ramp for parents working their way into the middle class. 

Finally, we need to improve the quality of care by improving the required qualifica- 
tions of the early childhood workforce, as well os their compensation. Under the 
president's Preschool for All proposal, states would need to meet quality standards 
to receive federal funds, including requiring preschool teachers to have a bach- 
elor’s degree and ongoing professional development, as well as requiring preschool 
staff salaries to be comparable to K-12 salaries. Similar reforms should be made 
to improve the quality of child care provided with federal dollars under the Child 
Care and Development Fund.*® 

GIVING CAREGIVERS A RIGHT TO REQUEST FLEXIBLE WORK ARRANGEMENTS 

For many working women, including those in well-compensated professional jobs, 
the hours and lack of flexibility interfere with their family obligations. Women 
in low-paying fields such as health care, retail, and the restaurant industry often 
work too few hours to financially support their families and are more likely to face 
unpredictable and unstable schedules. 
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Ki'isry Rkhardson laiks with Robert Davis, a housing case manager at the Veterans Leadership Program 
of Western Pennsylvania Much of her life is spent watting to meet with someone who may be able to 
help her hirr^ily get by. iMciissAfAsiovi': 


We can do much more to encourage employers to allow flexible work arrange- 
ments for employees who want them, os well as more predictable, stable sched- 
uling practices in poorly compensated service jobs. Flexible work arrangements 
include nontraditional start and end times for work, compressed work weeks, the 
ability to reduce hours worked, and the ability to work from home. 

Less than half of employers currently offer flexible work arrangements to their 
employees. But the business case for allowing flexible work arrangements is 
strong. Researchers have found that employees with access to flexible work 
arrangements tend to be more satisfied and engaged with their jobs.” These fac- 
tors have been found to increase productivity and employee retention, both of 
which improve a business’s bottom line.” Examples of companies implementing 
flexible work arrangements — and what practices are working best for each orga- 
nization— are highlighted in detail by Ellen Galinsky, James T. Bond, and Eve Tah- 
mincioglu In the Private Solutions chapter. 

As we pointed out in our first report, in the United Kingdom and several 
other countries, parents and caregivers have a “right to request” flexible work 
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arrangements to accommodate care^ving responsibilities. Under UK. law, an 
employer must meet with an employee requesting flexible work and make a deci- 
sion about whether to accommodate the employee’s request within two weeks 
of the meeting.^' Employers can reject the lecpiest, but only for business-related 
reasons specified in the law. Vermont became the first US. state to adopt a right- 
to-request law last year; employers can generally reftise an employee’s request, 
but they have to discuss the request with the employee in good faith.^* 

In June 2013, Rep. Carolyn Maloney (D-NY) and Sen. Bob Casey (D-PA) introduced 
legislation that would give all U.S. emploj^s the right to request flexible work 
arrangements from their employers.^ Employers would be required to respond to 
applications made by employees. If an employer were to reject an application, he or 
she would be required to provide the reasons to the employee in writing. 

Although employees wouldn’t be able to challenge on employer who denies a 
request, simply formalizing the right to request may have a positive effect on 
employers’ responsiveness to flexible work. According to the Confederation of 
British Industries, the largest employers' organization in the United Kingdom, the 
right to request flexible work “has made huge strides in promoting different ways 
of working— with nine out of 10 requests accepted by employers.”^* 

BOOSTING INCOMES FOR WOMEN BREADWINNERS 

Seventy percent of Americans believe the finoncial contribution women make to 
our national economy is essential. Yet as Heather Boushey’s chapter explores, 
women are disproportionately consigned to low-wage work, with incomes that 
leave them unable to support a family, including in critical care professions set to 
grow over the next decade. 

In trying to access the work and income supports women need to care for their 
families, they face a daunting web of bureaucracy. And when trying to access edu- 
cational opportunities to move off the brink, women face q lack of information and 
support in moving into higher-paying fields. 

To help millions of women push back from the brink, vre must boost the incomes 
of female breadwinners 1^ improving the quality of low- wage jobs, streamlining 
access to work and income supports, paving the path toward higher education, and 
ensuring equal pay. 
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Minimum wage fails to keep pace 
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INCREASING THE MINIMUM WAGE 


Our economy and our families are stronger when we reward an honest day's work 
with honest wages and benefits, regardless of a worker’s gender. Increasing the 
minimum wage would help us reach this goal As President Obama noted in his 
2013 State of the Union address, an increase in the minimum wage “would mean 
customers with more money in their pockets. And a whole lot of folks out there 
would probably need less help from government.” 

For nearly 25 years following World War II, the minimum woge provided an 
adequate floor, one that was regularly adjusted to keep pace with increases in 
productivity. In 1964, the minimum wage was equal to half of the average wage 
for production workers. But not long after that, federal policymakers let the value 
of the minimum wage decline. If the minimum wage today were at the same level 
relative to the average production worker 50 years ago, it would be just over $10 
per hour. If it had been adjusted over roughly the same period to keep pace with 
gains in productivity, it would be about $16.50 an hour. 

The minimum wage should put a floor under wages, one that ensures employ- 
ers pay enough for their workers to afford the basics. If employers don’t pay their 
workers enough to maintain spending on necessities such as food, housing, cloth- 
ing, transportation, and other items, families and our economy suffer. Increasing 
the minimum wage to $10.10 over the next two years would mean as much as $51 
billion in additional earnings for poorly compensated workers during this period.^’ 
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Fulfilling the Affordable Care Act's promise for women on the brink 


Access to afFordifbte healrfr care is essential to women's 
economic security and well-being. Without insurance, 
a broken bone or a child’s asthma attack can quickly 
drain a (amity's savings and lead to bankruptcy. Without 
access to routine checkups, a preventable illness can 
quickly escalate. 

Yet about 18.9 million noirelderly wwnen were unirwured 
in 2012.*’ just over half them will be ^igibie for Med- 
icaid starting in 2014. as long as they live in states that 
tal« tire Affordable Care Act% option to extend coverage 
to ttiem.** White roughly half of states have approved or 
are moving toward the Medicaid expansion, in the other 
states, debate about whether or not to expand Medicaid 
is ongoing or not under consideration at this time. 

The hold-out states should go forward with the expan- 
sion. which is in the best interest of the people they 


represent. From 2014 throu^ 2016, the federal govwm- 
menc vwit cover all of the costs of expanding Medicaid. 
After chat, states will need to pay for only a modest 
share of the costs (S percent in 201 7, increasing by 1 
percent up to a maximum of 10 percent in 202Q and 
beyond). 

As a practical matter, states that adopt the expansion 
wilt improve their balance sheets and their economies 
because the expansion will create jobs and allow states 
CO draw down federal fonding for certain health care 
services they're already providing. In Ohl^ for example, 
projections show chat implementing die expansion 
is expected to result in $1.9 billion in savings and 
increased revenues by 2022.” In contrast, states diac 
fail to take up the expansion will deny health insurance 
CO tens of thousands of low-income workers and harm 
their states' balance sheets. 


Low-income workers ore more likely than other workers to spend any pay 
increases on necessities that they couldn’t afford before. Grocery stores, clothing 
stores, and other retailers ivouid all benefit from the increased spending power of 
these workers. In fact, in a recent nationally representative poll, two out of every 
three small business owners supported the increase.’* 

There is growing momentum for raising the minimum wage, as more than ao 
states already have minimum wages higher than the federal level.” In September 
2013 , California became the latest state to raise the minimum wage, hiking it to 
$io an hour by 2016 .-*® 

At the federal level, we should follow California’s example and gradually raise the 
nation's minimum wage fram $ 7.25 to at least $ 10.10 per hour and then update 
it annually, as Sen. Tom Harkin (D-IA) and Rep. George Miller (D-CA) have 
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Allie Winans and her two daughters rely on rnultiple prescriptions and numerous doctors' visits every 
week. Tiiese health care costs have driven their family to the financial bnnk. (ami v-nALc.) 


proposed/^ We should also increase the minimum wage for employees who receive 
tips, from $2.13 to at least $7 per hour. These increases would be particularly help- 
ful for low-income women. According to the Bureau of Labor Statistics, women are 
twice as likely as men to be paid wages at or below the minimum wage.-^* 

STREAMLINING AND MODERNIZING PUBLIC WORK SUPPORTS 

For women on the brink and other poorly compensated breadwinners, one of 
the most important developments over the past several decades has been the 
establishment and gradual expansion of public work supports. These include 
Medicaid; the Supplemental Nutrition Assistance Program, or SNAP (formerly 
food stamps); the earned income tax credit and child tax credit; and child care 
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assistance. These programs acknowledge that many jobs in our economy don’t 
pay adequate wages or provide essential benefits for families. 

Work supports are incredibly effective. In 2011, for example, the earned income 
tax credit and child tax credit made it possible for 9.4 million people in working 
families with children to live above the poverty line.** 

Unfortunately, obtaining these supports is too often a time-consuming and 
byzantine process, especially for low- wage workers juggling work and caregiv- 
ing responsibilities with little time to wait in line at a government office. This is 
especially the case for low- wage workers seeking more than a single work support. 
A working mother with low earnings, for example, may be eligible for Medicaid, 
SNAP benefits, and child care assistance. But in many states, in order to access 
and maintain benefits, she has to navigate two or three different and largely 
uncoordinated processes. If you haven’t been through a typical application process 
yourself, imagine a tedious trip to yoiu DMV office, multiply that by two or more, 
and you start to get the picture. 

States need to streamline and coordinate the delivery of vrork supports in ways 
that reduce burdens on both the families seeking benefits and the agencies pro- 
viding them. Many states are already well on the way. As California’s first lady, 
Maria Shriver developed WE Connect, a public -private partnership established 
in 2005. WE Connect works vnth organizations in underserved communities to 
connect families to resources such as the earned income tax credit, California’s 
Healthy Families Program, and ColFresh. The program continues to help millions 
of Californians through its community events, web-based tools, public-private 
partnerships, and collateral materials. Through her leadership, Shriver has con- 
nected more than 20 million Californians with programs and services in an effort 
to promote healthier and more financially independent lives. 

Florida is also on its way, having completely modernized the way it delivers SNAP 
and other benefits over the past decade through its Automated Community Con- 
nection to Economic Self Sufficiency, or ACCESS, Florida initiative. The state 
changed eligibility rules to better align programs, shifted largely to an online 
application process, reduced other paperwork required from applicants, and made 
a number of other changes to streamline the process. Today, about 95 percent of 
applications for benefits in Florida ore made online, rather than through a paper 
application process, and the state has reduced the costs of taking and processing 
applications by hundreds of millions of dollars.** 
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The Work Support Strategies Initiative, a multiyear demonstration project funded 
by the Ford Foundation and several other major foundations, is currently work- 
ing with a select group of states to design, test, and implement “21st century" 
approaches that will make it easier for families to get the work supports for which 
they are eligible. As noted in Gov. CL. "Butch’ Otter’s (R-ID) essay following this 
chapter, these modern approaches aim to deliver work supports more effectively 
and efficiently through technolt^icolly savvy and customer-driven methods of 
eligibility determination, enrollment, and retention.*’ 

At the federal level, it is imperative that Congress continues to support and incen- 
tivize state efforts to modernize benefit ^sterns. The Affordable Care Act pro- 
vides enhanced federal funding to modernize benefit systems through 2015. State 
human services directors have called for extending that funding to give them 
more time to complete the challenging task of overhauling systems. 

States should also be given the option to enroU eligible adults in Medicaid based 
on information the individual has already provided when applying for SNAP ben- 
efits; the existing option to do this for children, set to expire in September 2014, 
should be made permanent. A recent review by the Government Accountability 
Office found that this option has produced substantial administrative savings, 
while increasing the number of children with health insurance.^® 

OPENING DOORS FOR TOMORROW’S BREADWINNERS AND CAREGIVERS 

As Anthony Carnevale and Nicole Smith explain in their chapter for this report, a 
college degree or other postsecondary education in well-paying fields can make a 
tremendous difference in the lives of women and their children. 

Women have made considerable progress in education over the past five decades. 
Today, some 38 percent of women between the ages of 2$ and 34 have a four-year 
college degree or higher, compared to 31 percent of men.*' Yet that still leaves most 
young women without a four-year degree. And only 14 percent of low-income 
women in this age range have a four-year degree.** We need to ensure that college 
is affordable for young women and men, and that they have the preparation and 
support they need to enter and complete college. 

It is also important to remember that the gender gap in wages is partly driven by 
Q gender gap in occupations, which exists even after taking educational require- 
ments into account. Two-thirds of women work in just s percent of occupational 
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Investing in the future for her sons, Jessica McGowan is working towards her degree at Virginia Coilege 
Softool of Business and Health in Chattanooga, Tennessee. She also works another part-time job. 

iEil.Ktl«SA kiKlNSy) 


366 

PUSIIC SCH.UTIONS 





264 


AWomaR.'»NatioA^t9iK»Badefromdi£Bvuik ^ 


categories.^ And, with the exception of teaching and nursing, the Jobs in these 
categories are among the lov^st-payu^ in our a»nomy. 

Women are particularly underrepresented in well-paying “STEM” occupations— 
science, technology, engineering, and math— as well as many occupations that 
provide good jobs without requiring a coUege education. For instance, neither the 
male-dominated occupation of truck driver nor the female-dominated occupation 
of child care worker requires more than short-term, on-the-job training. But the 
typical heavy truck driver earns $18.37 on hour while the typical child care worker 
earns only $9.38 an hour.** 


Tu)0-thirdiS of luomen movie ivi ju*t S percent of 
occupational categories. And, mith tke exception 
of teaching and nuraing, the joba in theae categoriea 
are among the lomeat-paying in our economy. 


One important step is to make sure young women have the information and 
advice they need to make smart education and career decisions. While students 
can get information on a school’s ranking on particular subject matters, teach- 
ers, or campus life, little public information is available on average student debt 
or starting salaries for students graduating from various programs. This type 
of information is critical for all students, but especially for lower-income stu- 
dents who can ill afford a misstep with the limited dollars they have to spend on 
higher education or training. 

The Obama administration’s efforts to produce a college scorecard have promise, 
but only when information on earnings, particularly at the program level, become 
available. Bipartisan legislation such as the Student Right to Know Before You Go 
Act proposed by Sens. Marco Rubio (R-FL) and Ron Wyden (D-OR) could speed 
implementation of these initiotives, helping to connect women on the brink with 
the information they need to make informed decisions about careers. 

Finally, we need to enforce existing equal pay and equal opportunity laws. There is 
evidence that discrimination is one factor contributing to the gender gap in STEM 
fields. A 2012 study showed that science faculty at research universities rated 
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male applicants higher than identical female applicants and offered male appli- 
cants higher starting salaries as well as more career mentoring.” 

The vigorous enforcement of Title IX in school sports has dramatically increased 
the participation of women and girls in school sports activities. The National 
Women’s Law Center recommends that the U.S. Department of Education’s 
Office for Civil Rights strengthen the enforcement of Title IX by conducting com- 
pliance reviews of schools to ensure that women and girls have equal access to 
STEM fields and classes. 

All federal science agencies should conduct similor reviews for their grantee insti- 
tutions. Similarly, the Office of Vocational Education could publish a proactive 
roadmap on how educational institutions can recruit and retain students in non- 
traditional gender fields. Educational institutions could hold regular trainings for 
teachers and administrators about Title IX, address factors that could discourage 
girls and women such as harassment and lack of mentorship, and work to make 
campuses more welcoming for female teachers in STEM fields to increase the 
number of role models for women and girls interested in entering these sectors. 

WHEN BREADWINNiNG IS CAREGIVING: 

A FAIRER DEAL FOR CARE WORKERS AND DOMESTIC WORKERS 

About 4.S million people are paid care workers; these jobs include child care 
workers, nursing aides, personal and home care aides, and home health oides.*^ 
About 89 percent of these paid care workers are women. And nearly 
half are black, Hispanic, or Asian.** 

The good news for women interested in these fields is that the jobs are plentiful 
and growing rapidly. According to projections by the Bureau of Labor Statistics, 
the number of jobs in child care and adult care will grow by more than i million 
between 2010 and 2020. In percentage terms, two adult care occupations— personal 
care aide and home health aide— are currently the two fastest-growing occupations 
in the United States, with both needing 70 percent more workers by 2020.” 

But the bad news is that these workers are paid much less than workers on aver- 
age, and too few of them receive health, retirement, and other benefits. I'he typical 
wage for a child care worker in 2012 was only $9.38 an hour ($19,510 annually); 
for a home health aide, it was $10 an hour.*“ Nearly one out of every three adult 
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Sabrinji jenksos of Goose Creek. South Carolina, meets with ocaipational rhwapist Taisia McElveen, 
Sabrina has rheumatoid arthritis and has been receiving care to restore movement— even simple 
exercises are painful, icxiin skhi! 


and child care workers are uninsured, and roughly three-quarters do not have 
employer-provided retirement benefits.^' 

The workers who care for our children, parents, and grandparents, often women on 
the brink, deserve a better deal. Policies discussed in this chapter including rais- 
ing the minimum wage, increasing access to benefits, and expanding educational 
opportunities are essential parts of that deal. 

But we also need to reform the very structure of these jobs. Along these lines, 
Caring Across Generations, a campaign formed in 20n, has developed a policy 
agenda focused on both improving the quality of the care provided by adult care 
workers, and ensuring that these jobs come with basic rights and a career lad- 
der for workers.** An important step forward came in September 2013 when the 
Obama administration finalized a rule that will end the exclusion of nearly 2 mil- 
lion home care workers from minimum wage and overtime protections starting in 
January 2015.*^ While the rule will improve the basic economic security of many 
home care workers, there is still much more work to do to help the women who 
care for our aging and disabled family members to push back from the brink. 
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Hie 30 occupations projected to add toe most new jobs by 2020t 
Most already have female m^rid^, Imt few pay above median wages 


Occupation 


occupations 


'High^growth iif.ttip.'U'isni ,'1 v.'Im's ;u' ■.'■.'(•.•.'■U iii-in- -.if uiv ^ \i ; ! vluiv Ik'*"-! bw 


WtedsaiitcretaBes _ __ __ _ 

Licensed practical and licensed >ra«(ional nurses _ _ _ 

ChikicatewodcBs _ _ _ • . ■ _ 

Medical assistants 

ftetsp^onats and infomtaoon ctefte _ _ •• • ^ ' 

Teacher assistants 

Registered nurses __ • 

Bookkeepin^accounting^anda^icingUerltt _ _ _ 

r»ftirang aides. orderfaes. and «weo ^g«s ■ • • ■ -•• . i: _ 

Home health aides 

PeRonalareaktef . . 

Office cieHts, gnieral 

Sementary schooi teach ers, excep t spec i al ed ucation _ _ ll , 

Cash'll 

Wal c ers and wdtre sses ■. „ 

Rrst-line supervisors of office and administrative supjwrt woricers 

Customer se rvice rgares entitivts _ 

Combined food pr^ration and serving workers, including fast food 
Aoowinqtfttiaiideutgtots . 

Postsecondtry teachers ___ _ __ 

Physicians *fld surgeons _ • _ __ „ 

Janitors and cleaners, except maids an d house k eepin g cleaners 

representatives, ^lessde and mant^cterrt^ except achtdcri mdsoeno ftcpifoduca 

Laborers and height, stock, and material movers, hand 

Securiiy^a^ _ . - 

Heavy and tractor-caller truck drivers 

Umcbcapit^ and ground sMp| og workers __ __ _ 

Construction laborers 

CwpwiWR ' • 

Sourcet: Sureai,{ oFl^bor Sutsun, En^iloymera Rrojtcuons Pro^am and 11 in Bweiu of l^>or Scnsncv Hout^old Onu AnnusI Aveiages. 
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Ots »bl« lists the 30 occupations chat (he Bureau of Labor Statistic p«^ «B add dw most duting the current decade, sorred by the share <•' eac^ 

home hedthiude occupation is oatenriy dominated bywomeo. who aceoontferBTipecottofwoffcers, and pays only SI percent of the overdinredian wage for all 
occupations- Women currently hoW more *an«pereeni of the iote«19ofAe»p»lt«h^wwhi<*s.a5lySof the topISgrowch jobs pay wages above cheoveraU 
median. But only sbt ^ the ^sj^oportionately female jobs listed fm typkalh' wages tha are above the overd median wage. 


PtFctntagc 
of jobs in 
occii|>^on 
cuiTtn^ 
htid 

by womon 

Numbortrfjobs 
(in tiiousMids) 

Now jobs (fat thousands) 
projtctsd to ba craatcd 
batwatn 2010-2020 

Median 

annuy 

wigein 

2010 

Mediwi annual 
for occupation as 
parcanta^ of madian 
mnuidwagtfor 
sdi occupations 
($33340 fat 2010) 

2010: 

actual 

2020: 

projtcttd 

Numbar 

PtrctM 

incraasa 

47.0% 

143,0C8.2 

163,537.1 

20,468.0 

14.3 

$33,840 

100% 


m? 

718,9 

2101 

413 

30530 

90% 

942% 

752.3 

9208 

168.5 

22.4 

40,380 

119% 

94 1 % 

1,2813 

1,5443 

2610 

20.4 

19300 

57% 

93.8% 

5276 

690.4 

162.9 

30.9 

28,860 

85% 

91.5% 

1.048.5 

1,^70 

; 2^ 

25.7 

25140 

75% 

91.1% 

1,288.3 

1.479.3 

; 191.1 

14.8 

23,220 

69% 

mm \ 

2,737.4 

3.449.3 

; 7119 

260 

64690 

191% 

89.1% 

1,898.3 

1157,4 

259.0 

13.6 

34,030 

101% 

8^.9% ^ 

16M.3 ^ 

1.SJ7.2 

; 3010 

201 

24AK> 

71% 

87.6% 

1,017,7 

1,723.9 

: 7063 

69.4 

20,560 

61% , 

'' 847% ' ' ' 

861.0 

1/468.0 

: 6070 

70S 

19,640 

58% 

83.4% 

2,9Sa7 

3,440.2 

■ 489.5 

166 

26,610 

79% 

814% 

V76S 

1.7253 

2^ 

168 


153%,' 

71.8% 

3,362.6 

3,612.8 

2501 

7,4 

18,500 

55% 


2.2603 

14S63 

1953 

61 

18.330 

54% 

■ .■€a5%'' 

1,424.4 

1,627.8 

203.4 

143 

47.460 

140% 

.'SK8% ■ 

2.1873 

1525.6 

338.4 

153 

30460 

90% 


2,6811.. 

3,080.1 

3980 

14.8 

17,950 

53% 




1901 

151 

$1.690 

.... 182% ' ■ 

Mis 

43616 

BHIHi 

43^4 

1 7068 

16$ 

JQr&TO 

i 61% 

4St2% 

1,7560 

1061.7 

305,7 

17.4 

45,690 

135% 


691.0^ 

859,3 

i 1683 

24.4 

111370 

330% 

' 29.7% • 

2,310.4 

2,556.8 

246.4 

107 

21210 

66% 

titm 

.1.4300 

16S3.4 

223.4 

%%£ 

51440 

155% 

18.7% 

2.068.2 

1387.3 

319.1 

164 

23,460 

69% 

185% 

1.035v7 

1130.7 

19Si> 

108, 

23.920 

71% 

5.4% 

1,604.8 

1,934;9 

3301 

206 

37,770 

112% 

5.1% 

1,151 5 

149U 

2408 

209 

23^ 

69% 

2.9% 

9968 

1,211.2 

212.4 

21.3 

29,280 

87% 

1.6% 

160U : 

1,tf7A 

i9&e 

ns 

39,536 

117% 
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Because federal and state governments play a major role in financing care services 
through programs such as Medicaid, they could play a major role in improving com- 
pensation of the workers who provide tlKse servit^. The government already plays 
such a role in certain male-dominated sectors such as tl^ construction of hi^ways 
and other public works. The Davis- Boom Act effectively requires companies and 
employers working on federally fimded infrastructure work to pay decent wages to 
their workers. It's time to apply a similar standard to ensure that public funds are 
being used to create living- wage jobs in the female-dominated care sectors. 


Home care or domestic workers—workers in private households who provide care, 
housekeeping, or various other services — are omong the most vulnerable of all 
care workers. While the new rule on extending minimum wage and overtime laws 
to domestic workers is a step forward, these workers are often excluded from other 
basic labor standards that apply to the vast majority of the workforce. 


A growing number of states have adopted or are considering Domestic Worker Bill 
of Rights laws. These laws would ensure that domestic workers have basic employ- 
ment protections, such as an eight-hour day, overtime protections, and paid time 
off. These laws would also extend other protections specific to the unique circum- 
stances of domestic work, such as a right to a minimum number of hours of unin- 
terrupted sleep under adequate conditions. 


New York approved Domestic Worker 
Bill of Rights legislation in 2010, and 
California and Hawaii approved legisla- 
tion in 2013. In addition to state-level 
initiatives like this, we need a nation- 
wide Domestic Worker Bill of Rights, 
as Ai-jen Poo calls for in this report. 
Basic labor standards such as these are 
a win-win— when domestic workers are 
better off, the people they care for are 
better off. 

ENSURING EQUAL PAY 

Many of the solutions discussed in this 
chapter would help close the wage gap, 


FtCURE 3 

Female dominated professions 
are lower paid across skill levels 



Median earnings of Median earnings of 

fuH-iime workers in full-time workers in 

low-skill occupations medium-skill occupations 

■Mostly female; 75 percent or more 
■Mostly male; 75 percent or more 

Sowce: trstiiuw fo' Womens Mky Research 
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by helping women balance tlwir roles as bret«iwinrKrs and core^vers, improving 
the quality of low- wage work, better enforcing current equal opportunity laws, and 
providing better pathways into nontraditional, higher-paying fields. But even when 
controlling for education, experience, ocaqwtionol choice, and time out of the labor 
market, there is still an unexplainable gap between men’s and women’s wages.** We 
need equal pay. 

Ensuring equal pay for women has enormous public support: Our poll found that 
90 percent of women on the brink and 73 percent of respondents overall strongly 
favored addressing the gender wage gap as a way to increase women’s wages. 

Enacting the Paycheck Fairness Act addresses the wage gap factors unexplained 
by occupation, industry, labor force experience, or education. And it would bring us 
one step closer to ensuring that women con bring home a paycheck equal to their 
male counterparts. 

The bill would strengthen the Equal Pay Act in several important ways, including: 

• Requiring employers to show that wage disparities between men and women per- 
forming the same work have a business justification and are not gender related 


The gender wage gap in action 

Median weekly 
earnings, 1012 

Woriiers 
(in thousands) 








Percent of woriters 

Typical/ 

required education 



Malt 

Female 

Male 

Female 

with education 
beyond HS 


Driver/sales workers 
and taick drivers 

$736 

$537 

2433 

101 

31% 

HS, Short-term OJT 

Male- 

dominated 

Grounds maintenance 

workers 

$452 

766 

29 

25% 

LT HS, Short-term 0)T 

Conaruction laborers 

$609 

913 

24 

24% 

IT HS, Short-term OJT 


Security guards 

$537 

$501 

603 

138 

54% 

HS, Short-term OJT 


Nursing, psychiatric, and 
home health aides 

SSOS 

$445 

173 

1285 

44% 

Post secondary 
nort degree award 

Female- 

Personal and home 
care aides 

$465 

$412 

99 

450 

44% 

LTHS, Short-term OJT 

dominated 

Secretaries and 
administrative assistants 

$803 

$665 

105 

2146 

65% 

HS. Short-term OJT 


Bookkeeping, accounting, 
and auditing clerks 

$740 

$672 

102 

755 

64% 

HS, Short-term OJT 


Source T»We 39 in Bureau of labor Sutoiici, 20J3En^k^ent at>d Annual/arer^Househotd Dau februnry li 201i HS » Migii schoci 

IT HS Le» chan high 
OJT » On-Ehe-]ofc> crainin| 
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Emuring equal pay fov luowien haa enormowa 
public aupport: Our poll found that go percent of 
luowien on, the brink and 73 percent of reapondenta 
ouerall strongly fauored addreaaing the gender 
wage gap aa a way to increoae wonxen’a wagea. 


Banning employer retaliation against workers who ask about their employers’ 
wage practices or share information about their own wages, both of which help 
women understand what they are making relative to their colleagues 

Creating a grant program to provide salary negotiation training for women 
and girls 

Improving remedies for equal pay violations to deter employers from discrimi- 
nating in the first place 

' Strengthening the capacity of the relevant enforcement agencies to prevent 
gender discrimination and to enforce the law by authorizing additional training, 
research, education, and data collection** 


CONCLUSION 

At the beginning of this chapter, we posed the question: How do we put women 
and their families at the center of our public policymaking? Answering this ques- 
tion requires us to acknowledge that today, two-thirds of U.S. mothers are primary 
or co-breadwinners, but that too many of our public policies are stuck back in 
1964, when most families had a woman at home to be the full-time caregiver. 

It's time to enact aist-century policies that help 21st-century v/omen manage 
their care responsibilities and bolster their potential as breadwinners. Doing so 
would provide greater opportunities for women to join the workforce and help close 
the persistent gender wage gap— helping millions of families join the middle class 
and contributing to long-term economic growth for the nation. 
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Putting women at the center of our poUcymoking means enacting paid sick days 
legislation so that people like Elose don’t hove to choose between their health 
and their jc^. It means expanding offordable, quality prc-K and child care so thot 
more families like Jermifer's can get back on their feet. It means modernizing our 
policies to provide access to paid family leave, so that people don’t have to choose 
between taking o few weeks to welcome a newborn child or corning enough Income 
to provide economic security for their new family. And it means boosting wages 
for breadwinners through an increase in the minimum wage, modernizing public 
work supports, giving future college students better information about educa- 
tional investments, and providing tools for pay equity. 

These solutions would help millions of working women achieve financial seciuity. 

At the some time, the solutions deliver long-term economic benefits and help 
strengthen our economy. 

There ore 42 million Eloses and Jennifers— women on the brink, and another 28 
million children who depend on them. There is clear evidence that the public solu- 
tions outlined in this chapter would help millions of women ond families push 
back, and in the process enhance U.S. economic growth ond competitiveness. 

It’s not Q question of if we know how to do it. It’s a question of whether or not we 
have the political will to get it done. 



The United States is the only industrialized nation 
in the world without paid sick leave. 
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We Have Blown a Huge Hole 
in Our Safety Net 

By PETER EDELMAN, professor of law, Georgetown Law Center, and faculty director, 
Georgetown Center on Poverty, Inequality, and Public Policy. His most recent book is So 
Rich, So Poor: Why It's So Hard to End Poverty in America. He has served in all three 
branches of the federal government 


In our rich nation, one-third of American citi- 
zens— -106 mlilicHi per^le—have incomes below 
twee the povmy line, which is just $46,000 for a 
family of four. Why? And why are they dispropor- 
tionately women, children, and people of color? 

Look bade to die »rly 1970s, when America 
seemed to be heading in the right direction. We 
had cut poverty almost in half, to die low rate of 
1 1 .1 percent Of course, the hot economy helped, as 
did proems from the War on Poverty and changes 
from the civil rights movement which resulted in 
large employm«it gains for African Americans. 

What happened later was mosdy unforeseeable. 
Ciobalization and new technology started destroy- 
ing the indusnial jobs that had built die middle 
class. Unions began to lose members. The mini- 
mum wage sugnaced. Family Mrucoires changed, 
creating a much larger cohort of single mothers 
coping in the job market by themseives. Urban 
school systems declined in quality. The concen- 
tration of poverty in inner-city areas— already a 
problem in the 1960s— got far worse. Immigra- 
tion — especially illegal immigration— flooded the 
labor mariat wth people wilting to work for low 
wages. The i^y politics of race continued, espe- 
cially in relation to welfare and crime; drug laws 
and racialized law enforcement targeted African 
American «md Latino men for incarceration. And 


as the number of people who foil into poverty 
grew and grew, inequality spectacularly widened, 
with the fruits of economic growth going to those 
at the very top. 

But in spite of what conservative politicians and 
commentators say, the problem is not that die 
poor prefer to depend on public benefits rather 
than go to woric. Neither is it an undue use of pub- 
lic benefits. These shopworn accusations pertist, 
but diey were folse bom the start. 

The truth ts that 68 percent of children who are 
poor live in fomilies in which someone does have 
a job.' But often, these jobs pay so little that they 
don't yfo fomilies out of poverty, or they leave these 
fomilies living on the brink. Yes, thm are other 
pressing problems: public education, law enforce- 
m«it policy, a decent safety net concentrated pov- 
erty, and more. But the fundamental problem with 
regard K) poverty and economic insecurity today 
is die flood of extremely low-wage work that keeps 
fomilies stuck on the lower rungs. 

Half of the jobs in the country pay less than $34,000 
per year. A quarts of them pay less than the fed«al 
poverty level for a fomily of four, which is approxi- 
mattty $23,000 per year. While money has poured 
into die upper reaches of our economy. wa|^ 
in die lower half are basically stagnant, having 
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increased by a more 7 perc^rt over the paiK 40 
years— just one-fifth of a percwic per year. The peo- 
{^e who hold these low-wag^ jolx are di^roFrortkm- 
ately women, especially wcMneii widr childrert lt% no 
woTKler that the povmy rare for children live 
wth single motha^ is >^l over 40 p^cen^ and that 
four out of fivre families headed by a single modier 
live on the financial brink. 

Public benefits definitely help. A family with a 
minimum-wage jc^ header and two children gets 
about $5300 from the earned income tax credit arxi 
arrather $1800 fiom the child tax credit— nearly a 
so percent inoease in income. But we need to do 
much mem, and increasing wages remains at the 
top of dre list Presidart Barack Obama's proposal to 
raise the minimum wage to $9 an hour ar>d index it 
to inflation would help.’ and Congressman George 
Milla*s proposal to increase it to $10.10 would help 
even more.’ The Medicaid expattsion in dre Afford- 
able Care Act is phenomerrally important Increased 
investments in child care, housing assistance, ar>d 
help with poscsecondary education would all raise 
incomes coo. These policies free up money for fomi- 
lies to spend in their local eranomies. 


of weifore in about half the ^ates. Before then. 68 
percent of families vmth children received income 
assistance. Nmv the number is just 27 percent It is 
true that the welfare system needed refonn, but it 
is now dearer chan ewr that the welfare reform of 
1996 has crapped millions of wom^ and children 
not just in poverty but also ofi^ in deep pewerty— 
and they cannot get out Six million people— again, 
disproportionately women and children— have an 
inojme comprised only of food scamps. That is an 
inome of little more than $6,000 per for a 

family of three, or Just one-third of die income level 
cemsidered ''poverty.* 

The large class of people living on the brink is 
traceable to our economic malaise and the power 
chat some politidans wield in Washington and 
many states. But our most glaring public policy 
error is what we have done to the safety net for 
die most vulnerable women and children in our 
nation. And our most glaring omission is our fail- 
ure to address the proliferation of poorly-paid jobs 
that leave working femilies struggling. We have a 
lot of work to do. 


The space <yiotced for this essay does not permit a 
detailed discussion of education, crime policy, and 
initiatives focused on concentrated poverty, so I 
will focus on only one more issue, deep pov^’ty— 
the 20 million people who, according to the Census, 
have inctmies below half of the poverty line, which 
is below approximatdy $9,500 per year for a family 
of three. 

Since 199f^ we have blown a huge hole in our safety 
net with tiie demise of welfee. The federal "reform* 
enacted that year led to die ^rtual disappearance 


1 Calculated from us. Census Sunau. 'Current Population 
Survey (.CPiy. 2012 Poverty Table of Contents, Table POV13. 
Related Children by Number of WorUng Family Memben 
and Family Struaure,' available at http:/Avwwxensus. 80 v/ 
hhc$/www/cpstables/03201 3/pov/tochtm (last accessed 
September 2013). 

2 The White House, 'Fact Sheet; The President's Plan to Reward 
Wwk by Raising the Minimum Wage.’ Press release, February 
13. 20l3,availabte at hap://www.whitehousegovfthe'press' 
olhce/20l3/02/13/fKt'^eet'pre$ident-s-plv>-fewafd-wori(' 
raising'minimum'Wage. 

3 OemocraB .Committee on Education and the Worldbrce,U5. 
House of Represenot'wes, The Pair Minimum Wage Aa (KR. 
10101’ available at hap://democrats«dwDrl(fer(xi)oasej^/ 
BSue/Urm^inimum'Wage-aa (last accused SqKembe^ 20131 


The Circle of Protection: 

Balancing the Budget Does Not 
Require Burdening the Poor 

By LEITH ANDERSON, president of the National Association of Evangelicals and former 
senior pastor of Wooddale Church in Eden Prairie, Minnesota. He is a signatory of the Circle 
of Protection, a religious advocacy group focused on protecting programs for the poor. 


In die time of the Old Testament, Ruth came to 
Bethleh^ as a fordgner from a strange land and 
a poor widow. Her story is of a life transformed. 
Ruih became not just a wife artd a mother, but 
also a leadCT of her people and the great-grand' 
motha* of Israel's King David. Her story became 
the eighth book of the Bible, and the New Testa- 
ment lists her as one of the foremothers of Jesus 
Chritt. For 3,000 years, millions of parents around 
dte world have named dwr dau^tas afrer this 
once-obscure woman. How did all that happen? 
Believe it or not. it all started vnth a government- 
assistance program! 

The biblically mandated program that trans- 
formed Ruth from powerless to powerful was 
an Old Testament practice called "gleaning.* The 
law required farmas not to harvest the comers 
of their fidds, to leave behind crops missed by 
die frrst harvest, and not to collect some grapes 
in dieir vineywds. The poor, orphans, and immi- 
^nts were then invited to gather or "glean* the 
leftovere to provide for their own families. It was 
more than diarity; it was the law. 

Ruth was one of die law's beneficiaries. In Beth- 
lehem, this poor immigrant woman from Moab 


gleaned the fields of a man named Boaz. 
eirentualiy married Boaz and began one of the 
most famous family dynasties in history. 

We evangelical Christians take the Bible seriously, 
so what does Ruth's story teach us? It teadies us to 
protea and provide for modern-day Ruths— pom^ 
women and others who need help. Even with- 
out a government mandate, our churches have 
established ministries to provide housing, food, 
preschool education and day care, job placement, 
medical clinics, and much more for the poor in 
our communities. 

But we also recognize that voluntary help 
isn't enough. Just as in biblical times, we have 
government-mandated programs that help the 
poor and nearly poor in our country. But recently, 
budget considerations have put these programs 
in jeopardy. 

Thu is why the National Association of Evangeli- 
cals has partnered with abroad array of odier 
rdigious organizations in a program called The 
Circle of Protection* to assure continued help 
fr>r our population's most vulnerable people. 

More than 65 heads of denominations, relief 



and development agendas, and other Christian 
organizations have joined hands and voices in ^ 
coalition. We are forming a Grcle of Protection 
around im-o^ms that meet the ess«itial needs of 
hungry and poor people at home and abroad. 

Those of us in the circle are always in favor of fiscal 
restraint and dre elimination of government bud* 
get deficits, but we also insist that budget cuts 
are not made at the expose of those who need 
hel|^ most of whom are women, children, and 
the eldeiiy. Balancing tiie budget does not require 
burdening the poor. 

In all of the current budget debates, the focus 
has been on the needs of middle<lass Americans. 
That's legitimate; a strong middle class forms the 
econcMnic backbone of our country. But little 
has been said about the tens of milliorts of poor 
Americans. If they are discussed, the conversa' 
tion turns too often to blaming them, dismissing 
them, slashing programs that help them, and 
generally pushing them out of si^t and out of 
mind. This is wrong. 

We know it's wrong because of the Bible's hun* 
dreds of commands to care for the widows, the 
orpharts, the strangers, the marginalized, and 
tile needy. That is why we need what we would 
call a "moral budget* chat protects those whom 
Jesus called "the least of these." That is, first and 


foremost a moral mandate from God to respect 
tiiose uho are creared in his imaj^. 

But this isn't just about morality; it is a matter of 
ectmomic pragmatism. Propems that feed tite 
hungry, educate the underemployed, prepare prc' 
schoolers, and preserve the family unit are good 
for everyone. They provide ladders out of poverty 
and into the middle dass. Govemmtmt'supported 
job training and work assistance proems 
hdp poor people work thdr way up, ultimately 
strengthening the U5. economy by leaening the 
need for other types of federal aid— a way to 
reduce the nation^ debt. These are not drains on 
our wealth. They are investments in our nation's 
greatest source of wealth— its people. It is impor' 
tant to reduce deficits, yes— but in ways that do 
not increase poverty or inequality. 

Since tile poor and vulnerable do not have the 
financial resources or organizational clout to 
influence government budgets, we will continue 
to use our influence on their behalf. At the same 
time, we must do our part to help them outside 
of government as individuals, churches, and non' 
governmental organizations. 

Let us ail make sure we keep the gate to the 
Amn-ican Dream of life, liberty, and the pursuit of 
happiness open for everyone. It's not just the right 
thing it's the smart thing, just ask Ruth. 
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From VISTA Corps to Shriver Corps: 
Providing Solutions for 50 Years 

By SHIRLEY SAGAWA, presidential appointee and advisor in the first Bush and Clinton 
administrations, who has been called “the founding mother of the modern service 
movement.” She was instrumenfai in the drafting and passage of legislation creating 
AmeriCorps and the Corporation for National and Community Service. 

in2012,RosaCarty,asngleniomandArmyvet' National service as a strategy to address p<weity 
eran who served country during the A^ani- daces back to 1964, when Sa^ent Shriver treated 

scan War, was planning a law enforcement career the domestic Peace G>rps equivalent called Vol* 

v^en a car ^uck her, injuring her badly. As Rosa unteers in Service to America, or VISTA, for Presi- 

describes it, *1 felt liire I was in the prime of my life, dent Lyndon B. johnson's War on Poverty. VISTA 
Then, all of a sudden, my plans were stripped away became part of AmeriCorps when that national 

from me." During her lengthy recovery, she was volunreer service network was created in 1 993. 
unable m find employment that would support 

her daugt^ter and get her the ongoing medical AmeriCorps members, supported in part through 

help (die needed. She spent months unsuccess* the fedoal Corporation for National and Com* 
folly seeking help from government and commu* munlty Service, receive modest living allowances 

nity agencies, but she kept hitting brick wall after and education scholarships in exchange for one or 

brick wall. “There was a lot of misinformation out two years of full-time service.’ 

there, and I was literally nothing more than a case 

number," she says. LIFT has made use of AmeriCorps members in 

its own innovative service-delivery model which 

Then Rosa discovered LIFT, an anti-poverty orga- pairs clients like Rosa with these highly trained 
nization where she found not brick walls, but volunteers who help them identify and achieve 

solutions. At LIFT, AmeriCorps memben and vd- their goals: getting a decent job and providing 

unrem teamed up to help her develop an action their fomilies with safe homes, quality education 

plan, then find and connect her to the resources for tiietr kids, and economic stability and security, 

she needed. Their efforts paid off. She was able to Rosa Carty says that at LIFT, she was a person 

stabilize her housing stuiation and find a job. with a name, not just a number, and that is what 

differentiates it from other service providers. 

As Rosa's story shows, natiortal service volunteers 

can directiy help struggling wcMnen get on the path lOrsten Lodal-— who was a college student whe^ 
to self-sufficiency. Of coutse, this isn't a new idea. she co-founded LIFT in 1998— says LIFTs culture 
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Air Force veteran Kristy Richardson relies on public o^nsponation to travel to and from work and the Veterans 
Administration Hospital in Pittsburgh. Pennsylvania, where she is being treated for PTSD. Even in the face of 
trauma, Kristy maintains a good attitude and wants to succeed. {wfussA pariowJ 
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of sennce is based on respect and coilaboratioa 
AmeriCorfMi membo? and other LIFT volunteers 
prcmde direct personal contact and connec- 
tions— not only belong thousands of dients get 
hooked up to resource they need fww, but also 
providing the support netwoiic the confidence, 
and the ddlls they wit^ need to manage tough 
times in the fuUire, and ultimately give back to 
others tilrot^ s«rvi(». 

‘AmeriCorps menbers serve because they want 
to make a difference for a year or two,' says LodaL 
"But tiidr ej^wiience inspires a lifelong commit' 
n>ent to aiding poverty* for example, Rosa Carty 
was inured to pay it forward herself, returning to 
LIFT to lead the program that teams Am^ iCorps 
vdunnm witit veterans like her, and conrtecting 
them to life solutioru. 

Fm* 50 years, this national service model has 
worked. Today, there are many AmeriCorps pro- 
grams helping people who are struggling to find 
the hdp they need. Here are just a few of those 
programs; 

• The Nationai Anti-Hunger and Opportunity 
Corps engages VISTA volunteers to fight hun- 
ger and improve nutrition, primarily by increas- 
ing participation in the Supplemental Nutrition 
Assistance Propam, or SNAP— formerly known 
as food stamps— and by helping anti-hunger 
community organizations increase their capac- 
ity to provide comprehensive benefit assistance 
and outreadi to low-income constituents. 

• WtCorpa in Wa^ington state engages Ameii- 
Corps manbers to provide support, resources. 


and inhumation to help vet^r» in colle^ 
navi^te the C.I. Bill and university hnancial <ud 
offices, and also acce» other federal, state, or 
local veterans benefits. 

• MiRotsoU C^portunity Corps Empk^mmit 

Novigaton are AmniCoips member who use 
researd)-based instruction and tools to hdp 
dients ruvigate through ^|:^oyment and (rost- 
secondary education and become seif'Suffid«it 

These and so many other prop^ms demonstrate 
what Sargent Shriver knew SO years National 
service members don't just bring savvy and skills 
plus caring and commitment to thdr wmig they 
tiso offer a critical advantage over many tradition- 
ally staffed p)vernment programs because Am^- 
Corps members and the volunteers they recruit 
don't have to keep a constant eye on the clock. 
They can ttice the time clients need to get their 
IMoblems solved. 

So today, with many millions of women and fami- 
lies living on or over the brink of poverty, we have 
a new opportunity. The national service model 
could present a scalable way to increase opportu- 
nity for millions of femilies. 

To this end, Gxporation for National and Com- 
munity Serwce CEO Wendy Spmcv has agreed 
to deploy VISTAs around the country in a new 
Shrivtr Corps. They will develop tools connecting 
eiigibie low-income families with tiie educational 
opportunities, job training, and access to public 
benefits that can help them get on firm economic 
footing— and ti»en train community vduntews 
how to use ti^ese tools. By pairing the Shriver 


Corps' low-cost hig^'impact hum<ui capital with 
compucer ^hnoiogy we have today, we can help 
states easily and efhciendy identify and connect 
struggling women and their families to available 
sources of assistance — providing more efficient 
access instead of brick walls. 

Unforoinately, even though Congress authorized 
a large e)q?ansion of AmeriCorps in 2009, fund- 
ing has actually declined in recent years, causing 
many proems to close. Fully binding Ameri- 
Corps, particularly VISTA and the Opportunity 
Corps authoriz«l under the Edward M. Kenr>edy 
Serve America Act, would enable programs such 
as LIFT O) grow. In addition, states could use 
^era! TANF block-grant binds to support Amen- 
Corps positions that assist TANF recipients: one 
of tile goals of the law is to 'end the dependence 


of needy parents on government benefits by pro- 
moting job {Hei^ration, work and marria^.' 


in this way, a national system of AmeriCorps 
members leading, training, ar^d working with vol- 
unteers— all using shared computer technology 
&> connea clients with proems and opportuni- 
ties— could provide a scalaUe solution k> sup- 
ply the human resources needed to hdp every 
low-income family bnd a way out of poverty. Fifty 
years aber tiie War on Ihsverty was launched, we 
can do this. 


1 AmeriCorps service mey else be part dme, with benefics 
pronued 
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A Hand Up, Not a Handout 


By CL “BUTCH" OTTER, Governor of Idaho. 

Similar to many states, Idaho has spent much of 
the past hve yean weathering the Great Recession 
and its challenges, from job losses to home fbre- 
dosuies to budget shortfalls. Such dire d^allenges, 
however, can often bring change, and these recent 
changes in our economic landscape have opened 
the docM* to a gjeat oppoitunity. 

In 2010, Idaho became one of nine states partner' 
ing with the Urban Institute and the Ford Fourt' 
dation in the Work Support Strate^es project 
a focused effort to transform the landscape of 
health and human services— and specihcally the 
deliv «7 of those services to low-income worldng 
families — by sharing innovative ideas, identifying 
best practices, and collaborating on solutions. 
Idaho's goal is to approach 'welfare' from a new 
pmpective: not as a handout, but rather as a 
strategic hand up. 

There is broad consensus in our state that govem- 
rrtent services should be aimed not at growing 
' entitlement programs but rather at helping fami- 
lies enter and succeed in the workforce. This isn't 
a new idea. As Thomas Jefferson once said, 'If we 
can but prevent the government from wasting 
the labors of the people under the pretense of 
taking care of them, they must become happy.” 

Throu{^ the Work Support Strategies project, 
the Idaho Depamnent of Health and Welfare 
has jdned widi community partners, policy- 
makers, officials in otfier states, and the Urban 
Institute to identify gaps in ffie services available 


to low-income Marking Idahoans and reduce the 
impediments to receiving those services kff which 
they are eligible. We have speciffcally focused on 
improving delivery of Supplemental Nutrition 
Assistance Program, or SNAP, benefits— formerly 
Imown as food stamps— Medicaid, child care 
sut»idies, and our remporary cash program to tine 
working poor, while streamlining administration 
and reducing our own operating costs. 

For instance, we have introduced technological 
innovations such as a cloud-based phone system 
for statewide universal case management. Now 
vsffien someone calls to apply for or recmify 
benefits, any eligibility decision maker anywhere 
in Idaho can take the phone call and complete 
the interview. In addition, our new case manage- 
ment system auto-loads verified information, 
triggering eligibility immediately. We have also 
enhanced our verification process into one easy- 
to-use, on-demand tool for those who make 
eligibility decisions. That increases the accuracy 
of decision makings while decreasing costly inter- 
actions with applicants. 

Idaho is also on the cutting edge of what we call 
’business process re-engineering” to simplify cum- 
bersome agency processes and reduce red tape. 
One example is our integrated application and 
interview process, ^ich puts the person in direct 
and immediate contact with an eli^bility decision 
maker, eliminating the need to fill out our typical 
ei^t-page paper application. We are also reducii^ 
application-processing time by using telephonic 
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signatures, eliminating the delay caused by mov- 
ing forms throi^ the mail. One re^ltof all this: 
Idaho now o^nsistently a^roves SNAP applica- 
tions in less than two days on averse. 

A big focus of our Work Support Strategies pro|' 
ect has involved integrating die various propams 
for low'income families. States have to deal with 
multiple federal programs administered through 
multiple federal agencies, each with competing 
policies, budgets, and reporting requirements. 
Idaho has spent the past two years incepting 
our SNAP; Medicaid; Temporary Assistance for 
Needy Families, or TANF; and child care programs 
as much as possible To do this, our state rules on 
poverty levels, income calculations, verification 
standards, and reporting requirements have been 
changed across all programs. 

So now with federal waiver requests, integrated 
application and recercihcacion processes, and new 
case-management disciplines, Idaho has created a 
holistic fomjly-<eno1c approach to service design 
and delivery. 

Improving the Idaho Child Care Program has 
been another one of our goals. For breadwinners 
in families living near or below the poverty level— 
particularly single-parent families— finding and 
paying for child care is very often a big roadblock 
to finding and maintaining stable employment. 
We have redesigned our subsidy calculations to 
provide a flat rate per child, thereby creating sta- 
ble, rdiable subsidies for both parents and child 
care providers. We also have changed policies to 
ensure access for students receiving diild care 
assistance while in school, but not at the expense 
of low-income working families. 


Idaho's commitment to en^ling low-income fom- 
iiies to enter and stay in the workforce has meant 
investing in Innovative solutions such as these. 

Yes, acquiring the right technology is critical. But 
technology is not the driver for innovation; it is 
<mly a focilitator. Real change and effective gov- 
ernance come from policy and eligibility innova- 
tion, simplified business redesigns with reduced 
paperwork, integrated verification systems, and 
improved communication. Now our Welfare Divi- 
sioiv which serves one in three Idahoans over the 
OMirseof a year, operates with one of the lowest- 
cost and most effective program administrations 
in the country. Outcomes sudi as these are proof 
that government can operate effectively at lower 
costs and with bet^r results. 

We believe that providing cost-effective adminis- 
tration is a responsibility of government So, too^ 
is providing key supports such as health coverage, 
food and nutrition assistance, and child care. We 
also believe that the path to self-sufficiency can- 
not be found in welfare programs alone but must 
include integrated and supportive services that 
help fomllles get Into and suy In the workforce, 
take advantage of new opportunities unfolding as 
Che economy improves, and pave their own path 
out of poverty and into the mainstream of Idaho's 
ectmomy. That's not just good for our fomilies but 
also for our state. 

A hand up, not a handout Idaho's spirit of self- 
determination and independence is based on this 
principle, and we value the partnerships we've 
gained with the Ford Foundation, the Urban 
institute, and community and state leaders who 
are helping us put this ^irit into practice. 
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On the Brink with a Disabled Child 

By KATIE BENTLEY of Covington, Kentucky, who testified before. Congress about 
Supplemental Security Income, or SSI, benefits for low-income disabled children. She is on 
the board of The Arc of the Urtited States, an organization advocating for the intellectually 
and developmentally disabled. 


Will is my lOyear-old soa and he is my hero. He 
fuels my passion to make Che future beccer for 
dis^led Idds and their families. He has caught me 
everything I know about courage and commitmenL 

Will seemed fine as a baby, buc as he grew, it 
became clear chat something was very wrong. He 
was unable to talk, cake a drink, or feed himself, 
and the docton thought chat he had autism. 
Then, v^en he was 3. he collapsed with a massive 
seiaure. I held him for terrifying minutes as hb 
body banged against me. afraid he would never 
breathe again. 

An MRI revealed brain lesions, the cause of what 
became frequent, violent electrical storms in his 
head. The diagnosis: A severe seizure disorder 
causing memory loss, sensory integration disorder, 
and developmental arKi intellectual disability in 
just about every area of his life. 

He went downhill. The more seizures he had, the 
more he fell behind — stroking ev«y day with 
feeding himseif, walking, and communicao'ng. Dto*' 
ing die day, he would learn how to do or say some* 
diin^ at nigh^ seizures wiped out the information. 
He had to leam over and over agaia and he did. 


My husband William and I both had jobs and med- 
ical insurance. He is a diesel mechanic, and I oper- 
aad a state-certified child care fecility. But I was 
missing too much work because of fen 7 ing Will to 
therapists and doctor appointments, emeigency 
room visits, and long nights filled with sdzures. I 
dosed my business and cook a much iower<^ying 
with flexible hours so I could care fbr him. 

Eventually, Will's anxiety and need fbr constant 
care became so great chat he was unable to cope. 
The nurses at hb daycare said he would lie listless 
and cry ail day long. He would get sick and not eat 
for days, causing more seizures. Finally, i quit my 
jf* to care for my son full time. 

William and I had always promised ourselves we 
would do all of thbon our own. But we had to pay 
$1,000 a month not covered by insurance fbr Willis 
anti-seizure medications, and we feund we could 
barely afford the fuel to drive him to frequent 
s^pointments for speech, physical and occupa- 
tional therapy, not to mention constant visits to 
phy^ans on his medical team, including a devel- 
(^mental pediatridaa immunologist, psycholo^'st, 
aliergisc, and othav-and the co-pays for all those 
sessions. We were on the brink and needed help. 



We turned tt> Social Secwity Insurance for low- 
income children with disai»lities. We held our 
breach, as Social Security turns down almost 60 
percent of all applicattons for this benefit^ Months 
later. Will was awarded SSI. That meant he also 
qu^ihed for Medicaid ccn^n^ to siqiplement our 
own policy, alleviatir^the burden of so many huge 
co-pays for professionals and medication. And we 
were now able to purchase the specialized educa- 
tion supplies, thertqjy equipment, and feeding 
itffns we a>uidn% afford before. Evety three years, 
SSI requcdihes him for the benefit by examining his 
medical records and our iricome level. 

Today, Will is much improved. He has break- 
Chrou^ seizures, but for the first time, they are 
mostly under ranirol. He is reading at a third- 
grade level. Slowly but surely, he is learning how to 
swim. He has become a great activist for kids with 
disabilities, and he got a Kentucky State Advocacy 
Award for helping pass a law protecting children 
from "restraint and seclusion”^ in public school— 
a practice of which Will was a victim. We believe 
his preschool teacher punished him because he 
couldn't learn like the other kids, and we found 
out only after he learned how to calk and told us. 

In 201 1, Will and i attended a hearing held by the 
House Ways and Means Subcommittee on Human 
Resources. I Interred as "experts’ shared their belief 


that (amtUes of duldren with sev^ disabilicies 
are getting rich from SSi gcwernment aid. Rich? i 
cold them of our strides to get and l^ep what 
Will needed. I told drem that Will wouldn't be 
where he is today if we hadn’t had access co fhe% 
resources. I talked about my expectatiwis diat he 
win contribute to his immunity and riot be the 
burden the experts believe these children become 
as adults. As a matter of fact, I iKnv rwjrk part time 
helping other children with disabilities learn how 
ra do just that: rtoc be afraid to go out and be sm 
active part of dieir world. 

R^t before that trip, when he was alm(»t 7. Will 
picked up a book and read for the fine time. I 
burst into tears. After that, he'd say befrrre read- 
ing, "Mommy, are you gonna cry?" My son— my 
too— has a big heart. With all of his setbacks, he 
never quits. And that's the greatest lesson he ever 
Ought me. 


ENDNOTES 

1 SoOil Security Admini«tnuien,'TaMeV.C2.—0iisbM 
Child Chime Ohpukion of Applicxiom for SSI DhabiBty 
Beneto by Year of Hling and Levd of Decision.* in 'Annual 
Report of the Supplemental Security Income Program* 
(2012), availidiieat hap://wwwjsaa;ov/OACr/ulr/SSi12/ 
uiZPUpdf. 

2 US.DepartinentofEducadoa‘ReitralntandSedusion.*ivail' 
able at http://wwwZed|ov/pollcy/seclusion/irtde)c.html 
Oastacccsicd September 2013). 
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A Grand Gender Convergence: Its Last Chapter^ 

By Claudia Goldin* 

The converging roles of men and women are among the grandest 
advances in society and the economy in the last century. These 
aspects of the grand gender convergence are figurative chapters in 
a history of gender roles. But what must the “last" chapter contain 
for there to be equality in the labor market? The answer may come 
as a surprise. The solution does not (necessarily) have to involve 
government intervention and it need not make men more responsible 
in the home (although that wouldn’t hurt). But it must involve 
changes in the labor market, especially how jobs are structured and 
remunerated to enhance temporal flexibility. The gender gap in pay 
would be considerably reduced and might vanish altogether if firms 
did not have an incentive to disproportionately reward individuals 
who labored long hours and worked particular hours. Suck change 
has taken off in various sectors, such as technology, science, and 
health, but is less apparent in the corporate, financial, and legal 
worlds. (JEL J3, J16, J22, J24, J31, J33, N3) 


I. Converging Roles 

Of the many advances in society and the economy in the last century, the converg- 
ing roles of men and women are among the grandest. A narrowing has occurred 
between men and women in labor force participation, paid hours of work, hours of 
work at home, life-time labor force experience, occupations, college majors, and 
education, where there has been an overtaking by femaJes.* And there has ^so been 
convergence in earnings, on which this essay will focus. Although my evidence is 
for the United States, the themes developed here are more broadly applicable. 


*Harvard Univereity, Department of Economics, 229 Littaua-, Cambridge. MA 02138 (cgoidin@harvBrd.edu). 
1 (hank Amira Abuiah and Nat^ia Emanuel for excellent research assistance. 1 am grateful to Lany Katz for his 
unfailing support and exceptionally high standards, and to Claudia Oliv^ for excellent co mment . I am grateful to 
Kathleen Chi^tensen of Um Alfred P. Sloan R)undauon for being a catalyst and to the Sloan Poundati<Hi for funding 
a related project. I diank Terry K. Adams and J. J. Prescott for giving me access to the University of Michigan Law 
School Alumni Survey Research Dataset and Stephanie Hurder and Ryan Sakoda for helping me make sense of it. 
The Midwestern Phannacy Research Consortium, especially John Schommer and Akeem A. Yusuf, kindly p-ovided 
the National Pharmacist Workforce Surv^. 'n*c author declares she has no financial or other materii interests 
related to dtis research to disclose. 

^Presidential Address delivered at the one hundred twenty-sixth meeting of the American Economic Association, 
January 4, 2014, Philadelphia, PA. Go to hRp://dx.doi.org/10.1257/aer.l04.4.1 to visit the article page for additional 
materials and author disclosure 8tatement(s). 

^Sce Goldin, Katz, and Kuziemko (:KW6) on wtraioi’s college education. In terms of years of schooling, US 
women were ^ead of men until the 1930s and then r^ained the lead (Goldin and Katz 2008a). 
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These parts of the grand gender convergence occupy various metaphorical chap- 
ters in the history of gender roles in the economy and society. But what must be in 
the “last” chapter for there to be real equality? 

The answer may come as a surprise, "nie solution does not (necessarily) have to 
involve government intervention. It does not have to improve women’s bargain- 
ing skills and desire to compete. And it does not necessarily have to make men 
more responsible in the home (although that wouldn’t hurt). But it must involve 
alterations in the labor market, in particular changing how jobs are structured and 
remunerated to enhance temporal flexibility. The gender gap in pay would be con- 
siderably reduced and might even vanish if firms did not have an incentive to dispro- 
portionately reward individuals who worked long hours and who worked particular 
hours. Such change has already occurred in various sectors, but not in enough. 

Before I discuss what is needed to close the gender gap and what must be in the 
last chapter, I should first discuss what is contained in the preceding figurative chap- 
ters. That will set the stage for the detective work necessary to uncover what the last 
chapter must contain. 

The preceding metaphorical chapters unfolded across at least the last century. 
Narrowing occurred in a host of economic areas. Changes in labor force participa- 
tion and the reasons for the changes were discussed in my Ely Lecture (Goldin 
2006). A grand convergence occurred in labor force participation for adult women 
from the early twentieth century to more recently. But a plateau in participation 
has emerged for US women in most age groups, even for college graduate women, 
since around the 1990s. The plateau may be related to the relative earnings issues 
that I will soon discuss. If certain women are disadvantaged in the labor market their 
participation will be stymied.^ 

Lifetime job experience rose along with labor force participation. Years of edu- 
cation for women increased more than it did for men and it changed in content 
for secondary and college education toward more investment-oriented and fewer 
consumption-oriented courses and concentrations. Professional and graduate pro- 
gram enrollment increased for women so that about half of all law and medical 
enrollments today are women, and women lead men in fields such as the biological 
sciences, pharmacy, optometry, and veterinary medicine. 

Women, particularly college graduates, increased their desire to attain “career 
and family.”^ Hours of work for women increased in the market and decreased in 
the home relative to those of men. Female earnings rose relative to males in an era 
that saw women “swimming against the tide” of generally rising income inequality.'^ 
Thus the various metaphorical chapters that precede the “last” chapter explored here 
are those of a grand gender convergence. 

Convergence in some economic outcomes has also occurred within various groups 
of women. Until the i970s most non-employed adult women had not been in the 
workforce since they were first married or since having their first child. Currently 


^ITie labw force participation plateau is also related to government policies regarding the length of family leave 
job protections. See Blau and Kahn (2013). 

^The history of the goal and achievenMit of career and family is discussed in Goldin {2004, 2006). 

"‘Cto trends in the gender pay gap, in particular the narrowing in the 1980s and 1990s. see Blau and Kahn ( 1997, 
2000, 2006a). 
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employed women, however, had worked most years since leaving school.^ With 
increased labor market participation women were no longer divided as much along 
the lines of cuirently or not currently employed, 

11. Gender Gaps in Earnings over the Life-Cycle and by Occupation 

Even though there are many ways to measure the degree of gender equality in 
the economy, the one that stands out is earnings, particularly earnings per unit time 
or the wage. Because relative earnings often signify how individuals are valued 
socially and economically, earnings ratios between men and women have been ban- 
ners for social movements. The mantra of the women’s movement in the 1970s was 
“59 cents on the dollar” and a more recent crusade for pay equality has adopted 
“77 cents on the dollar.” 

The wage is also a summary statistic for an individual’s education, training, prior 
labor force experience, and expected future participation. The gender gap in wages 
is a summary statistic for gender differences in work. For a long time the gender gap 
in wages has been viewed as summarizing human capital differences between men’s 
and women’s productivity as well as differential treatment of men and women in the 
labor market. As the grand gender convergence has proceeded, underlying differ- 
ences between the human capital capabilities of women and men have been vastly 
reduced and in many cases eliminated.^ 

What do we know about how much of the difference between male and female 
wages is due to differential treatment in the labor market and how much to differ- 
ences in productive characteristics? That question has been addressed by many and 
I will briefly summarize the findings and provide further comment. 

Most of the gender wage gap studies have produced estimates of an “explained” 
and a “residual” portion.’ The “residual” is often termed “wage discrimination” 
since it is the difference in earnings between observationally identical males and 
females. 

The explained portion of the gender wage gap decreased over time as human 
capital investments between men and women converged. Differences in years of 
education, in the content of college and in accumulated labor market experience nar- 
rowed. In consequence, the residual portion of the gap rose relative to the explained 
portion.® 

But what can explain the residual portion of the gap that now remains? There are 
many contenders. Some would claim that earnings differences for the same posi- 
tion are due to actual discrimination. To others it is due to women’s lower ability 


*Dala on “heterogeneity” and “homogeneity” of labor force participation are in Goldin (1989). Wage inequality, 
however, has risen within the ^up of employed women since the 1980s as it has for men, 

^Aitonji and BlarJt (19^) present a standard treatment and find (^le 4) that the gender gap in CPS data for 
1979 was larger than for 1995 and that a larger fraction was eiqilained human capital variables. 

'^Estimates of the explained and residual portions can be found in Blau and Kahn {2006b) and O’Neill and 
Polachek (1993), who put considerable emphasis «i the increase in job market experience for the narrowing of 
the gcn^r wage gap in the 1980s. Mulligan and Rubinstein (20(K). however, claim that changes in selection were 
responsible. 

® According to Blau and Kahn (2006b, table 3) who use the reiD, the raw gender gap in earnings for full-time 
employed workers was 0.459 in 1979 and 0.227 in 1998. Human capital factors explain 24.6 percent of the raw 
gender pay gap in 1979 but just 7.93 percent die gap in 1998. 
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to bargain and their lesser desire to compete,® Stil! others blame it on differen- 
tial employer promotion standards due to grader differences in the probability of 
leaving.^® 

The existing explanations for the residual gender pay gap regarding how women 
compete and bargain relative to men have some merit. But they do not explain why 
different amounts of time out of the labor force and different numbers of hours 
worked per day or per week have a large effect on the time-adjusted earnings in 
some occupations but not in others. They do not explicate why some positions have 
a highly nonlinear (convex) pay structure with regard to hours worked and some are 
almost perfectly linear," 

The alternative reasons for the residual gender pay gap do not help illuminate why 
earnings differences by sex expand so greatly with age. They also do not explain 
why women without children generally have higher earnings than women with chil- 
dren and why the former’s earnings are almost equal to those of comparable men.’^ 

A better answer, I will demonstrate, can be found in an application of personnel 
economics.^^ The explanation will rely on labor market equilibrium with compen- 
sating differentials and endogenous job design. 

As women have increased their productivity enhancing characteristics and as 
they “look” more like men, the human capital part of the wage difference has been 
squeezed out. What remains is largely how firms reward individuals who differ in 
their desire for various amenities. These amenities are various aspects of workplace 
flexibility. Workplace flexibility is a complicated, multidimensional concept. The 
term incorporates the number of houre to be worked and also the particular hours 
worked, being “on call,” providing “face time,” being around for clients, group 
meetings, and the like. Because these idiosyncratic temporal demands are generally 
more important for the highly-educated workers, I will emphasize the college edu- 
cated and occupations at the higher end of the earnings distribution. 

Jobs for which bargaining and competing matter the most, I will demonstrate, are 
also positions that have the greatest nonlinearities (meaning convexity) of pay with 
respect to time worked. Field and laboratory experiments often show that women 
shy away from competition.^^ But these experiments do not consider the types of 
jobs that reward competition the most. Often those are winner-take-all positions, 
such as partner in a firm, tenured professor at a university, or top manager. These are 
also positions for which considerable work hours leads to a higher chance of obtain- 
ing the reward, and it is often the case that houre alone get rewarded. Persistence in 
these positions and continuous time on the job probably matters far more to one’s 
success than a desire and ability to compete. 


®On tbe role of bargaining, see B^cock and Laschevcr (2003). On competition see Gneezy, Niederle, and 
Rusdchmi (2003) and Niederie and Vesterlund (2007). Manning and S«di (^10), however, find little empirical 
evidence for competition in explaining the gender gap in earnings. 

’°Lazear and Rosen (1990) ^sume nmowly defined occupadoas in which there should no gender gap 
but they generate one based on different preferences for enqjloyment discontinuity between women and men. 
Employers have higher ability standaids for {H-omoting women than men. 

* ’ As used here, the term "nonlinear” means convex. 

A large literature on the “child earnings penalty” exists. See, fw Kcample, Wtddfogel (1998). 

’^For amodera version of the field of personnel economics sec Lazear (1995). 

‘‘^For a description of many field and laboratory experiments see Gneezy and List (2013). 
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But I have gotten ahead of myself. Let us first look at the evolution of gender gaps 
in earnings over the life-cycle and differences by occupation. These hold clues to 
what must be in the last chapter for it to be the finale of the grand gender convergence. 

A. In the Aggregate and over the Life-Cycle 

The ratio of (mean) annual earnings between male and female workers (full-time, 
full-year, 25 to 69 years) was 0.72 in 2010 and that of the medians was 0.77. The 
ratio of the medians for the same group was 0.74 in 2000 but 0.56 in 1980.^^ These 
aggregate ratios have been somewhat sticky for the last ten years or so after greatly 
increasing in the preceding decades, especially in the 1980s. The same is true lik- 
ing only at college graduates, for whom the ratios are lower — 0.65 in 2010 for the 
means and 0.72 for the medians, about the same as it was in 2000. Interestingly, 
across the past decade the gender pay gap has narrowed within almost all age groups 
even though the aggregate has not budged as much. How can that be? 

The answer concerns what happens to the gender gap over the life-cycle. The 
ratio of female to male earnings greatly decreases for some time as cohorts age. It 
is lower for individuals in their forties compared with the same individuals in their 
twenties. And because the baby boom is still working its way through the popula- 
tion, the aggregate ratio can be fairly stable even though the underlying components 
are actually increasing. 

One way to s^ change in the earnings gender gap by age is to construct syn- 
thetic birfti cohorts, as shown in Figure 1, part A for college graduate men and 
women working full-time, full-year and in Figure 1, part B for college graduates 
with controls for hours, weeks, and ftnther education. The data used are ftom the 
US Census and the American Community Survey (ACS) for the years from 1970 
to 2010. 

The most obvious and important findings from these depictions are that each 
cohort has a higher ratio of female to male earnings than the preceding one and that 
the ratio is closer to parity for younger individuals than it is for older individuals, at 
least up to some age. One part of the story of the preceding metaphorical chapters is 
that there have been large gains in the earnings of women relative to men. An impor- 
tant clue to what it will take to create gender equality in earnings is that something 
happens that decreases women’s earnings relative to those of men as they age. 

Men and women begin their employment with earnings that are fairly similar, 
both for full-time year-round workers and for all workers with controls for hours and 
weeks. In the case of the latter group, relative earnings are in the 90 percent range 
for the most recent cohorts even without any other controls. But these ratios soon 
decline and in some cases plummet to below the 70 percent level. 


'^Fuli-time, fiill-year means 35 hours or more per week and 40 weeks or more per year, throughout this piece. 
The sample excludes earnings outliers (see notes lo Hgurc 1) and members of the aimed fences. The 2010 ratios 
are an average for 2009 to 201 1 from the American Community Surrey micro-data. Those for 1 980 and 2000 are 
computed ik>m the U.S. Crasus micro-data. 

**The synthetic cohort ratios are derived from a set of cross-section regressions on white, nadve-bom, non- 
military full-time, full-year workers, Sec the notes to Figure 1. Manning and Swaffield (2008) find similar results 
using British iixigitudinal and cross-section data. 


01_Presidenaal_1044,indcl 5 


2/10/14 1007 AM 



296 


6 


THE AMERICAN EC(SiQmC REVIEW 


APRIL 2014 



Part B. With controls for work tirrre and education 


Age 



Figure i, Relative Earnings of (Full-Time, Full- Year) College Graduate Men 
AND Women for Synthetic Cohorts; Born 1923 to 1978 

Notes: Sample consists of fivll-tiine (35-f hours), full-year (40+ weeks), college-graduate 
(16+ yeaiE of schooling), men and women (white, native-bom, non-military, 25 to 69 years 
old), using trimmed annual earnings data (exceeding 1.400 hours x 0.5 x 2009 minimum 
wage) corrected for income tmneadon (top-coded values x 1.5). Part B contains controls for 
education beyond 16 yearn, log hours, and log weeks. Age is entered in five-^ar intervals with 
an interaction with female. In each gr^h the lines connect the coefficients on the five-year 
intervals for each birth cohort. 

Source: US Census Micro-data 1970, 1980, 1990, 2000. and American Commimlty Survey 
2004 to 2006 (for 2005), 2009 to 2011 (for 2010). 
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Interestingly, in most cases the ratio increases again when individuals are in their 
forties (for the most recent of the cohorte to be old enough to be in that age bracket) . 
Why it increases is beyond the scope of die present work. It would appear to be less 
a function of selection since in most cases tlte women who left would be drawn dis- 
proportionately from the lower part of the earnings disttibution and those returning 
would presumably be the same individuals with less accumulated human capital. If 
anything, the function should increase and then decrease. 

The main conclusion from the aggregate earnings gender gaps is that the differ- 
ence in earnings by sex greatly increases during the first several decades of working 
life. That conclusion will be reaffirmed by the findings of studies of several highly 
specific occupations for which the training for both men and women is identical. 
The two degrees are MBA and JD. The data for these occupations, moreover, is lon- 
gitudinal (or retrospective) thereby containing actual cohorts, not synthetic ones. In 
addition, the data contains detailed productivity-related characteristics. 

B. By Occupation 

Within versus Between Occupation Differences by Gender. — ^Another impor- 
tant clue concerning what the last chapter must contain arises from the fact that 
the majority of the current earnings gap comes from within occupation differ- 
ences in earnings rather than from between occupation differences. What hap- 
pens within each occupation is far more important than the occupations in which 
women wind up. 

The f^t can be demonstrated several ways. One is by observing the coefficient on 
female in a log earnings regression when a full set of three-digit occupation dum- 
mies are added. Table I gives the results for four samples from the 2009 to 2011 
ACS: two for all education groups and two limited to college (BA) graduates. For 
each of these samples, one version is for all woricers and one is for those working 
full-time, full-year. All regressions include age as a quartic, race, and year. Measures 
of time worked (log hours, log weeks) and education levels (above college for the 
college graduates) are successively added. Occupation dummies (three-digit level) 
are included in the most complete specification. 

Absorbing the effect of all occupations decreases the coefficient on female by 
no more than one-third. Take the case of college graduates working full-time, ffill- 
year (“full-time, BA”). The female coefficient is —0.285 (a ratio of 0.752) with 
no additional variables. Adding log hours and log weeks reduces the coefficient to 
-0.230 (0.795). Absorbing all occupations reduces the coefficient on female to 
—0.163 (0.850), or almost 30 percent of the distance to equality. In the case of all 
education groups, the inclusion of all occupations decreases the gap by somewhat 
less. For the full-time, full-year sample that includes the education variables, the gap 
decre^es from —0,247 (0.781) to —0.192 (0.825) or by just 22 percent. 

Another way to measure the effect of occupation is to ask what would happen to 
the aggregate gender gap if one equalized earnings by gender within each occupa- 
tion or, instead, evened their proportions for each occupation. The answer is that 
equalizing earnings within each occupation matters far more than equalizing the 
proportions by each occupation. The precise results of the exercise will depend on 
the choice of weights. 
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Table 1 — Residual Gender Differences in Earnings and the Role of Occupation 


Sample 

Variables included 

Coefficient 

(Hifonale 

Standard 

error 


Full-time 

Basic 

-0.248 

O.OOIOl 

0.112 

Full-time 

B^ic, time 

-0.193 

0.{X)I(X) 

0,163 

Full-time 

Basic, time, education 

-0.247 

0.000905 

0.339 

Full-time 

Basic, time, education, occupaticH! 

-0.192 

0.00104 

0.453 

All 

Basic 

-0.320 

0,00105 

0.102 

Ail 

Basic, time 

-0.196 

0.000925 

0.353 

All 

Basic, time, education 

-0.245 

0.000847 

0.475 

All 

Basic, time, education, occupaticm 

-0.191 

0.000963 

0.563 

Full-time, BA 

Basic 

-0.285 

0.00159 

0.131 

Full-time, BA 

Basic, lime 

-0.230 

0.00158 

0.177 

Full-time, BA 

Basic, time, education 

-0.233 

0.00155 

0.216 

Full-time, BA 

Basic, time, education, occupation 

-0.163 

0.00158 

0.374 

All, BA 

Basic 

-0.384 

0.00173 

0.119 

All, BA 

Basic, time 

-0.227 

0.00151 

0.380 

All, BA 

Basic, time, education 

-0.229 

0.00148 

0.407 

All, BA 

Basic, time, education, occupaticm 

-0.163 

0.00151 

0.525 


Notes: “Basic” regression is the log of annual earnings r^ressed on tiie femaie dummy, age as a quartic, race, and 
year. “Time” adds log hours per week and log weeks. “Education” adds dummies for education categories (and 
those above a BA for the college graduate sample). “Occupation" adds three-digit occupation dummies. “Full-tin»” 
is 35 and above hours per week and 40 and above weeks per year. “All” includes wotkers 25 to 64 years old with 
positive earnings and positive hours worked during the past year. Tbe “full-time” sample consists of full-time, full- 
year individuals 2S to 54 years old excluding those in tiie military using trimmed annual earnings data (exceeding 
1,400 hours x 0,5 x 2009 minimum wage). The “BA” sample Includes workers with at least a collie or university 
bachelor’s degree. The number of observations Is 2,603,968 for full-time, 3,291.168 for all. 964,705 for full-time 
BA or more, and 1,162,638 for all BA or more. 

Sources: American Community Survey 2009 to 201 1 . 


Taking the case of gender gaps by occupation for college graduates (full-time, 
full-year) including age aa a quartic, race year, additional oduoation lovela, log 
he u re - , ond-log - w eeks , the aggregate gap is 0.323 log points. Of that difference, 68 
percent is due to the within gap and 32 percent to the between gap when the male 
weights and the female earnings are used. If the opposite is used (the female weights 
and male earnings) 58 percent is due to the within gap and 42 percent to the between. 

The main takeaway is that what is going on within occupations — even when there 
are 469 of them as in the case of the Census and ACS — ^is far more important to the 
gender gap in earnings than is the distribution of men and women by occupations. 
That is an extremely useful clue to what must be in the last chapter. If earnings gaps 
within occupations are more important than the distribution of individuals by occu- 
pations then looking at specific occupations should provide further evidence on how 
to equalize earnings by gender. Furthermore, it means that changing the gender mix 
of occupations will not do the trick. 

Gender Differences in Pay for High-Earning Occupations , — ^To further under- 
stand differences by occupations, I estimate log earnings equations using the 2009 
to 2011 ACS including various observables, such as a quartic in age, education 
dummies, race, years, log hours, and log weeks. The regression also includes occu- 
pation dummies, a female dummy, and an interaction of occupation and female. 
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Part A. Full-time, full-year for ttie j^:pt>x«nately 
95 highest (male) income occupa^;^ 
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Figure 2A, Gender Pay Gaps by Ocxtupation: 2009 to 201 1 

Notes: Sample consists of full-time, Ml-year individuals 25 to 64 years old excluding those in 
the military using trimmed annual earnings data (exceeding 1 ,400 hours x 0.5 x 2009 mini- 
mum wage). Regression contains age in a quaitic, race, log houm, log weeks, education lev- 
els, census ytai, all occupations (469), and an interaction with female and occupatitxi. Part A 
contains ail fuU-tinw, full-year woricers (2,603,968 observations); part B has those who gradu- 
ated (BA) college (964,705 observations); part C has the group < 45 years old among those 
included in part A (1,333,013 observations). Each of the symbols in part A is an occupation 
for which the mean tumual income for males exceeds $60K {current $) and is limited to occu- 
pations with at least 25 males and at least 25 females. For parts B and C the same occupations 
are graphed. 

Sources: American Community Survey 2009 to 201 1 . 


Three versions of the residual gender difference by occupation have been graphed 
in Figure 2. Each is for full-time, full-year workers. Part A gives the whole sample; 
part B is for only college graduates; and part C includes only “young” (less than 
45 years old) workers. 

The graphs give the coefficients for approximately the top 95 occupations ranked 
by male (wage and business) income. I have graphed only the top occupations 
because they are more easily grouped by occupation type.^'^ In addition, they include 
a large fraction of all college graduate workers: 61 percent of all college graduate 
men and 45 percent of all college graduate women are in the top group depicted in 
Figure 2 using the full-time, full-year college sample.** 


Another reason to focus on top earners is that they comprise the !»iik of professional service workere (see 
Briscoe 2007) for whom the framework to be developed here is most relevant. 

‘®A smaller fraction of women than men is included because elementary and secondary school teachers are 
just below the income cutoff. Little would change «i the analysis if the income cutoff was lowered. Note that for 
all workers there is a very weak positive relationship between die (residual) gender pay gap and earnings for all 
occupations (p = +0.057) and a wesdi negative relationship (p — -0.16) for the college graduate group (in both 
cases for occupations widi more than 25 men and m<ne than 25 women). 
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Part B. Fuli-time, fuH-ysar college graduates (BA) for the approximately 
95 highest (male) income oca 4 )atK»» 



Figure 2B 


Part C. Full-time, full-year less than 45 years old for the approximately 
95 highest (male) income occupations 



Rgure 2C 
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Etastidty of ainusri inc(»ne with respect to weekly hours 
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Figure 3. Relationship between the EtAsnaTV of Earnings with Respect to Hours 
AND THE Gender Earnings Gap 

Notes: The conSois are a.s follows: Age as a quanic, race, In(hours). !n( weeks), education, ACS years, occupation 
and occiqjadon x female; 354- hours, 40+ weeks.. 25 to 64 year old college graduates. Only occupations with more 
than 23 males and more than 25 females are graphed. The vertical axis is the coefficient on occupation x female 
from Figure 2, part B. The compulation of the diasticity of annual income with respect to weekly hours by occupa- 
tion adds to the regression in Figure 2, pan B the interaction of In(hours) with occupation. The regressions include 
all three-digit occupations but just the categorized group of about 95 occupations is shown. 

Source: American Community Survey 2009 to 201 1 and Figure 2, pan B. 


The findings gleaned from each of the graphs are similar although the levels are 
a bit different. In almost all cases the coefficient on female for each of the occu- 
pations is negative. That should not come as a surprise since it is a reflection of 
the lower earnings women receive relative to men in almost all occupations. If the 
individual’s past employment history was included, as it will be for specific occupa- 
tions presented later, the coefficients would be considerably smaller. Presented as in 
Figure 2, the coefficients give the raw gender gap in pay adjusted for age, education 
and time worked. 

One way to think about the coefficient is that it is the penalty to being a woman 
relative to a man of equal education and age, given hours and weeks of work for 
each of the occupations. But why should the penalty differ so greatly by occupation, 
even for occupations that are high paying? 

Each of the occupations has been categorized into one of five sectors: Business, 
Health, Science, Technology, and a miscellaneous group called “Other.” Although 
the categorization is generally clear (e.g., engineers in Technology; physicians in 
Health), occupation descriptions and groupings of the occupations in 0*Net were 
used for less obvious cases. The list of occupations by category is given in online 
Appendix Table Al. 


’^The Department of Labor’s Occupatitmai Infcmnatioa Networi: (0*Net) is the successor to the Dictionary of 
Occupational Titles (DOT), which was firet published by tf*e Department of Labor in 1938 and last updated in 1991. 
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The clear finding is that the occupations grouped as Business have the largest neg- 
ative coefficients and that occupations grouped as Technology and Science have the 
smallest ones. That is, given age and time worked residual differences for Business 
occupations are large and residual differences in Technology and Science are small. 
In fact, for the “young” group (less than 45 yeare old) some Technology and Science 
occupations have positive coefficients.^ 

For the full-time, full-year sample including log hours, log weeks, and educa- 
tion in years (in addition to the basic set of variables), the residual difference for 
the Business occupations is —0.240 and the residual difference for the Technology 
and Science occupations combined is —0. 1 14. For the sample of college graduates, 
the differences are —0.227 for Business and —0.102 for Science Mid Technology. 
Residual differences for the Health and Other groups are heterogeneous.^* 

These residual differences by occupation provide another important clue about 
what must be in the last chapter for there to be gender equality. If one can isolate 
the features of occupations that have high and low residual differences by gender 
one can figure out what factors make for more equal pay. But before I explore the 
reasons for these differences 1 must address the possibility that the coefficients for 
some of the occupations, in particular the “technology” occupations in which there 
are relatively few women, are largely driven by selection. My answer will be that 
selection is not the dominant reason for the small penalty to being a woman working 
in the technology and science fields. 

Potential Biases: Technology Occupations . — ^The fact that individuals in the tech- 
nology occupations have among the lowest residual gender gaps may be greeted 
with some skepticism. These are not occupations in which women are a large frac- 
tion and the fields of training for many of them arc also not those in which women 
are abundant. Perhaps the finding is due to selection: the best men and the worst 
women could leave technology occupations after a brief tenure. The men who leave 
could begin their own businesses and have titles like CEO and the women who leave 
could become science teachers. These individuals would not show up in the technol- 
ogy occupations. Another issue is whether the low gender gaps in recent data are 
because of the industries in which these individuals are hired rather than something 
about the technology occupations. 

I use the National Survey of College Graduates, 2003 {NSCG03) to explore if 
women with technology degrees have different labor force participation rates than 
those of other college graduate women. The answer is that they do not have lower 
participation rates given age (entered as a quartic). In fact, women with BAs or 
higher ctegrees in technology fields have somewhat greater participation than other 
women. One reason for their slightly higher participation is that having young chil- 
dren (less than two years old) reduces pMticipation for all college graduate women 
but there is a lesser impact on those with technology degrees. “Tech” appeare to 
enable women to work part-time or to work more flexibly. 


bu( one coefficient ha$ a r-statistic exceeding 2.8. 

These averages are for t!» 95 occupations for which the groupings are identified and are weighted by the 
number of individuals in e»:h of the occupations. 

All of these results hold if technology field is defined as a BA field rather than including MA and PhD fields. 
Women with degrees in technology fields have a 2 percentage point higher paiticipadon rate. 
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Does the smaller gender gap result mainly from the characteristics of the technol- 
ogy occupations or from the features of the industries of the technology employees? 
The answer is that it results far more from the occupation than from the industry. To 
examine whether industry is the locus of greater gender equality rather than occupa- 
tion I create a variable measuring the fraction of the industry’s workforce in one of 
the identified technology occupations. 

To see whether the industry of the technology workers matters, a log earnings 
regression is estimated similar to the previous ones but is limited to individuals in 
one of the technology occupations. I add a variable measuring the fraction of die 
industry workforce in technology (see online Appendix Table A2). Some industries, 
such as “computer systems design,” have a large fraction of their workers in technol- 
ogy occupations (around 60 percent) whereas others, such as “motor vehicle manu- 
facturing,” are moderate (around 12 percent) and still othei^ are very low. Engineers 
and information technology workers are hired in almost all industries. The technol- 
ogy industry variable is also interacted with female. 

The results are that technology workers in industries with more technology 
workers earn considerably more than workers in other industries, even with occu- 
pation fixed effects. But women do not earn disproportionately more than men 
within the technology industries. The bottom line is that technology occupations 
and not technology industries more generally are associated with greater gender 
wjuality in eamings.^^ 

m. A Personnel Economics Theory of Occupational Pay Differences 
A. Micro-foundations of Compensating Differentials 

Residual differences by occupation in earnings by gender, I will demonstrate, are 
largely due to the value placed on the hours and job continuity of workers, includ- 
ing the self-employed.^^ Individuals in some occupations work 70 hours a week and 
receive far more than twice the earnings of those who work 35 hours a week. But 
in other occupations they do not. Some occupations exhibit linearity with respect to 
time worked whereas others exhibit nonlinearity (convexity).^ When earnings are 
linear with respect to time worked the gender gap is low; when there is nonlinearity 
die gender gap is higher. 

Total hours worked are generally a good metric for time on the job. But often what 
counts are the particular hours worked. The employee who is around when others are 
as well may be rewarded more than the employee who leaves at 11 am for two houre 


^^The results are rrfrast to using the entire sample of occupatimis and comparing technology workers to all 
workers and tiiey are also rt^ust to using other measures of technology industries. 

^^The model described here contjuns similarities to that in Mincer and Polachek (1974) and Poiachek (1981) 
in the concon with choice among occupations that depends on expected time employed. The difference is that 
the Mincer-Polachek soiling depends on differential skill depreciation by occupation whereas my model rests on 
differences in the productive efficiency of inffividuals who work for different amounts of time. A recent version of 
these notions is in Adda, Dustmann, Stevens (201 1) who analyze data for non-coliege women in apprenticeship 
training programs. 

^*Many oth«-s have explored the earnings consequences of woricing lower hours. On physicians, see Sasser 
(2005) who also uses a compens^ng differentials framework. Still other researchers have a.sked whether firms 
offer an inefficiently small number of low-hour jdbs and use high hourjtrfjs to screen. See Gicheva (2013), Landers, 
Rebitzer, and Taylor (1996), and Rebitzer and Taylor (1995). 
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but is hard at work for two additional horns in the evening. Even the self-employed 
may have nonlinear earnings because th^ cannot fiilly delegate responsibility. 

Gender differences in earnings across occupations and occupational groups sub- 
stantially concern job flexibility and continuity. By job flexibility I mean a multitude 
of temporal matters including the number of hours, precise times, predictability and 
ability to schedule one’s own hours. 

I will now provide some micro-foundations for the notion that nonlinear pay 
with respect to hours worked is responsible for the majority of the residual dif- 
ferences observed in earnings by gender. These notions are the micro-foundations 
underlying the compensating differentials model of pay with respect to the amenity 
“job-flexibility.” 

In many woricplaces employees meet with clients and accumulate knowledge 
about them. If an employee is unavailable and communicating the information 
to another employee is costly, the value of the individual to the firm will decline. 
Equivalently, employees often gain from interacting with each other in meetings 
or through random exchanges. If an employee is not around that individual will be 
excluded from the information conveyed during these interactions and has lower 
value unless the information can be fully transferred in a low cost manner. 

The point is quite simple. Whenever an employee does not have a perfect substi- 
tute nonlinearities can arise.^^ When there are perfect substitutes for particular work- 
ers and zero transactions costs, there is never a premium in earnings with respect to 
the number or the timing of hours. If there were perfect substitutes earnings would 
be linear with respect to hours. But if there are transactions costs that render workers 
imperfect substitutes for each other, there will be penalties from low hours depend- 
ing on the value to the firm. A sparse framework will demonstrate these points and 
develop them further. 

B. Framework to Understand the Nonlinear (Convex) Hours-Wages Relationship 

Assume that each employee, /, invests in training (e.g., MBA, MD) only prior 
to the job and that the training is valuable in a hierarchy of positions, The posi- 
tions can be separate occupations or they can be different varieties of the same 
occupation. Let 0 < A < 1 be the fraction of full-time employment worked by the 
employee or some metric concerning which hours are worked. Output, Q, for an 
employee is given by 


\ if Xi > a; 

(1) Q = ' ' ' ' ’ , 

I • (1 - 4) if < a; 

where kj is output per unit time when time exceeds some amount, Sj is the reduction 
in output because the employee works less than some amount in occupation j. The 


^^Briscoe {2006, 2007) makes similar points about the aWlity of employees to "hand off" clients, the role of 
substitutes and temporal flexibility. Blair-Loy {2J009) shows how infofmation systems increased substitutability 
among discount stockbrokers whereas, irraii^ly, traditional stocld»olrers with ostensibly more flexibility in iheir 
schedules had greater client demands on thear time. 
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Figure 4. A T}iEQRy of Occufatiokal Pay Differences 


Notes: Each of the lines gives the relationship between output. Q. in some occupation and the 
time input, A, of a worker where 0 < A < A"**. When the time input is reduced below some 
level, A*, output decreases discretely for occupations 1 and 2. Occupation r has a linear rela- 
tionship between time worked and earnings throughout. An individual who wotks between AJ 
and A™" will be in occupation 1, an individual between AJ and AJ will work in 2 and all others 
will work in r. if they remain in the labor force. 


setup given by (1) contains a discontinuity in productivity if the worker is absent 
more than some amount. 

Several occupations or positions may exist among which individual i can choose. 
To begin with, assume two positions exist such that > ki and that output is 
reduced when hours do not exceed some level such that <5, > Si. In addition, assume 
k,(l — (5,) < 1 : 2(1 — Si) so that one occupation or work setting does not dominate 
the other. Now add a third position, r, characterized by linearity (S, = 0) for which 
kr < ki. That position, which can be called the reservation occupation, will domi- 
nate the other two when A is sufficiently low. Also assume that ^ 2(1 — i52) < K ■ 

As shown in Figure 4, an employee will work in occupation 1 as long as A > At 
and will then shift to occupation 2 at lower hours and finally to the reservation occu- 
pation when A < At- The relationship between output and hours, and thus between 
earnings and hours, is nonlinear (convex). On a per unit time basis the employee 
receives more in occupation 1 than 2 and more in occupation 2 than in the reserva- 
tion occupation, r. 

In the framework, the position with the highest slope is also the one with the 
highest penalty with regard to reduced hours. Rather than stay in that position, an 
employee who wants lower hours will shift to one that has a lower penalty but 
also a lower slope. If the level of hours that the worker wants is yet lower, then the 
worker will take the reservation job, which involves complete linearity with respect 
to hours. 
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The point of the framework is to emphasize fliat certain occupations impose heavy 
penalties on employees who want fewer hours and more flexible employment. The 
lower remuneration can result in shifts to an entirely different occupation or to a 
different position within an occupational hierarchy or to being out of the labor force 
altogether. 

Illustrations of the framework will be useful. Lawyers, for example, constitute 
an occupational group, certainly one professional degree group. But an individual 
with a law degree can be partner in a large law firm in which there is a premium for 
working long and continuous hours. The same lawyer could, instead, be employed 
as general counsel and work fewer and more flexible hours. Finally, the lawyer can 
work in a small firm that allows short and discontinuous hours at no j^nalty. These 
can be thought of as position 1, position 2, and the reservation position in the frame- 
work. The remuneration of these lawyers, all of whom have the same formal educa- 
tion, would map out a nonlinear (convex) relationship of total earnings with respect 
to hours or to the flexibility of hours.^’ 

Pharmacy, on the other h 2 uid, has nearly linear earnings with respect to time 
worked. Pharmacists who work more hours earn more, linearly. Those who are 
in managerial positions in a pharmacy earn more chiefly because they work more 
hours. Those who work part-time get paid less in a linear fashion.^® 

The explanation just provided for differences across occupations is more a part of 
personnel economics than human capital theory because the underlying notions are 
those of compensating differentials. Differences in pay arise because of productivity 
differences in the workplace, not because of inherent differences in human capital 
across workers. Some workers want the amenity of flexibility or of lower hours and 
some firms may find it cheaper to provide. 

The framework just outlined can be viewed as the micro-foundations of a com- 
pensating differentials model.^^ Individuals place different values on the amenity 
“temporal flexibility,” and firms or sectors face different costs in providing the ame- 
nity. The framework gives reasons why there are different costs and how they might 
change.^® 


IV. Occupational Differences from 0*Net Characteristics 

Do the notions of the framework have explanatory power regarding the estimated 
gender gaps for the 95 occupations previously identified and classified by group? Tb 
explore the relationship between the residual gender earning gap and occupational 
features I have used detailed occupation descriptions from 0*Net online.^^ 

0*Net lists hundreds of separate characteristics grouped in seven categories. The 
two categories most relevant for the issues at hand are “work context” (57 charac- 
teristics) and “work activities” (41 characteristics). Five characteristics seem most 


^^See Bertrand, Goldin, and Katz (2010) and the sectitms below on MBAs and lawyers. 

See Goldin and Katz (2013) and the section beltw on phannacists. 

^^The classic article on compensating differentials is Rosen (1986}. 

^Goldin and Katz (201 1 , 2013) set forth a con^nsating differentials model with predictions for changes in the 
gender gap widt shifts in the costs of providing the and in preferences for the amenity. 

^'Occupation characteristics in O^Net, the DqparlmentofLabor’sOccupational Information Network, are com- 
prehensively used by Acemoglu and Autor (201 1 ) to idmtify tasks. 
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Table 2 — 0*Net Characteristics: Me«« (Noimauzed) by Occupational Group 


0*Nel characteristics 

Tschoology 

andsoence 

Business 

Health 

Law 

1. Time pressure 

-0.488 

0.255 

0.107 

1.51 

2. Contact with othm 

-0.844 

0.171 

0.671 

0.483 

3. Establishing and maintaining 

-0.611 

0.548 

0.276 

0.78! 

interpersonal reladonships 

4. Stmctiued vs. unstnictii^ work 

-0.517 

0.313 

0.394 

1.22 

5. Freedom to make decisions 

-a463 

-0.00533 

0.974 

0.764 

Number of occupations 

31 

28 

16 

1 


Notes: The occupactons are those in Hgure 2, part A. When tlwre is more than one 0*Net occu- 
pation for an ACS occupation, the charactmstic is weighted by the number of workers in e^h 
of the 0*N6t <K:cupations. Each <rf the 0*Nct characteristics has been normalized to have a 
mean of 0 and a standard deviadtm of 1. The woilc setting characteristics and questions most 
relevant to the issues raised here are: 

1 . Tune pressure: How often does this ftA) require the worker to meet strict deadlines? 
Lower pressure means worker does not have to be around at particular times. 

2. Contact with othere: How much does this j<d> require the worker to be in contact with 
others {face-to-face, by telephone, or otherwise) in order to perform it? 

Less conmct means greater flexibility. 

3. Establishing and maintaining inrerpmonal relationships: Developing constructive and 
cooperative working relationships with others, and maintaining them over time. 

The more working relationships, the m<we woricers and clients the employee must be 
around. 

4. Shuctured versus unstructured work: To what extent is this job structured for the worker, 
rather than allowing the worker to determine tasks, priorities, and goals? If the job is 
highly structured to the worker, there would be a lower chance that the worter would 
ha're close substitutes. 

5. Freedom to make decisions: Hew much decision making freedom, without supervision, 
does the job offer. 

Generally means that the worker determines what each client should receive, rather than 
being given a specific project, and thus workers are poorer substitutes for each other the 
greater are these freedoms. 

Source: 0*Nm Online, http://www.onet(Miline.OTg/ 


relevant to features of the model and are listed in the notes to Table These 
characteristics reflect time pressure, the need for workers to be around at particular 
times, the flexibility of the occupation with regard to scheduling, the groups and 
workers the employee must regularly keep in touch with, and the degree to which 
the worker has close substitutes. 

Each of the 0*Net characteristics has been normalized to have a mean of zero 
and a standard deviation of one. I group the technology and science occupations 
together and compare the values of the five characteristics with those for occupa- 
tions in business, healUi, and law, the largest and also the highest paying of die 
“other” occupations. 

Because there are alwut twice as many 0*Net occupations than Census occupa- 
tions, the first task was to match occupations across the two sources. In most cases 
the difference was simply that 0*Net occupations are cross-referenced by industry. 


multitude of characteristics regarding abilities, knowledge, skills, and work values exist, although none 
seemed to relate to the concepts of the model. A few potentially relevant j<^ features had ambiguities. For example, 
“work with work ptjup or team” could refer to teams of sulKtitutes (independent workers) ot teams of compie- 
ments (interdej^ndent worlds). Similarly, ”fiK:e-io-fece discussions” had a team component that was ambiguous. 
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The 0*Net characteristic levels were Aen weighted by the relative number of indi- 
viduals in the 0*Net occupations to the ch^acteristic values for the Census 
occupations, for which the residual gender g^s had been computed. 

As can be seen in Table 2, technology and science occupations score far below 
the others on each of the five measures and in some cases the differences are almost 
one standard deviation lower. That is to say, in comparison with business occupa- 
tions those in technology and science have far greater time flexibility, fewer client 
and worker contacts, fewer working relationships with others, more independence 
in determining tasks, and more specific projects with less discretion over them. Each 
of these characteristics should produce a more linear relationship between hours 
^d earnings and the greater linearity should produce a lower residual difference in 
earnings by sex. 

The char^teristics help differentiate the business from the technology and sci- 
ence occupations rather well. They do not always capture differences between the 
health professions and others. For one, they do not capture the time demands among 
the self-employed and many in the higher paid health occupations (e.g., dentist, 
podiatrist, physician, and veterinarian) have substantial rates of ownership. But they 
do pick up the fact that most health professionals have considerable contact with 
clients, have enormous discretion, and make decisions affecting the lives of others.^^ 
Within die “other” category, lawyers are clearly at the high end of the characteristics 
with considerable contact, time pressure, structure, and discretion. 

The scatter plot of the simple mean of the 0*Net characteristics for each of the 
95 high-income occupations against the mean (adjusted) gender earning gap for 
each occupation among college graduates (full-time, year-round workers) is given 
in Figure 5. The relationship is clearly negative with a correlation coefficient of 
—0.463. A higher value for the characteristics is associated with a lower ratio of 
(adjusted) female to male earnings (a larger negative value for the log of the gender 
gap). In addition, the characteristics also pick up some of the within group variance. 
The relationship is strongest for time pressure, contact with others, and freedom to 
make decisions, but is also reasonable for establishing and maintaining interper- 
sonal relationships and structured versus unstructured work. 

V, Evidence on Nonlinear Pay and the Gender Gap in Earnings 

I have thus far established that the gender gap in pay is small at the start of 
employment but greatly increases with age (even correcting for hours and weeks in 
a national sample) and that it significantly differs by occupation- 1 have also shown 
using the O^Net data that characteristics of work settings are associated with the 
(adjusted) gender gap in pay such that work environments that require more interac- 
tions or have more time pressure, for example, are those with larger gender earning 
gaps. 

Another hint at what must be in the last chapter can be gleaned by adding a 
(log hours X occupation) interaction to the regression containing the occupation 


^^The flexibility in some of the health flelds k n<rt captured well in the aggregate 0*Net characteristics. An 
important outlier here is pharmacy, which I will discuss is detail. But the regression in Figure S is almost no differ- 
ent if the health occupations are excluded. 
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Figure 5: 0*Net Characteristics and the Residual College Gender Earnings Cap 
BY Occupation 

Notes: The gender pay gap for college graduate is from Figure 2, part B; the 0*Net charac- 
teristics are describ^ in Table 2. Only occupations with more dian 25 male and more than 25 
female observations for the college, full-time sample are included in the figure. Standard errors 
are in parentheses under coefficients. 

Source: See Figure 2. 


and log hours main effects. The interaction of log hours and occupation allows the 
relationship between hours and earnings to differ for each occupation. The com- 
puted elasticity of annual income with respect to weekly hours for each occupation 
is graphed in Figure 3 against the residual gender pay gap for college graduates from 
Figure 2, part There i.s a clear negative association between the residual gender 
earnings gap and the elasticity of annual earnings with respect to weekly hours. 
Occupations with higher elasticities have more negative log earnings gender gaps. 

The largest elasticities are for business occupations and the smallest are for tech- 
nology, science and health occupations. In fact, almost half of the business occu- 
pations have a computed elasticity that exceeds one. as does law. The business 
occupation with the lowest elasticity is that of financial examiner, an occupation 
often found in the federal and state government settings. Only one of the science 
and technology occupations has an elasticity of earnings with respect to hours that 
exceeds one and it is that of actuary. 

As I will later demonstrate using data on occupations in business and law, the 
impact of hours on the gender gap is large and goes far to explain much of the gender 


^‘‘The computed elasticities wiU be biased downward in part because of measurement enor with regard to 
weekly hours. 
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earnings gap.’^ Individuals who work long hours in these occupations receive a dis- 
proportionate increase in earnings. That is, the elasticity of earnings with respect to 
hours worked is greater than one. 

In previous work, Katz and I (2008b) demonstrated that among Harvard College 
graduates, the penalty to time out of the labor market differs greatly by occupation. 
Among those who received their BAs around 1990, a 10 percent hiatus in employ- 
ment time 15 years after the BA, thus amounting to an 18-month break, was associ- 
ated with a decrease in earnings of 41 percent for those with an MBA, 29 percent 
for those with a ID or a PhD, and 15 percent for those with an MD.^® In addition, 
the reduction in earnings from time off for MDs was linear in lost experience but 
was discrete (nonlinear) for MBAs, Any time off for MBAs is heavily penalized. We 
also found that MDs and PhDs took the shortest non-work spells after a birth and 
MBAs took the longest. That is, those with the greatest penalty to time out also took 
the most time out, largely because their jobs did not enable shorter or more flexible 
schedules. 

In this section I expand on these findings and explore the widening gender gap 
in pay with age and differences in the gender gap by occupation using data sets 
specific to occupations and degrees. I will demonstrate that some occupations have 
high penalties for even small amounts of time out of the labor force and have nonlin- 
ear earnings with respect to hours worked. Other occupations, however, have small 
penalties for time out and almost linear earnings with respect to hours worked. In 
the first group of occupations are individuals who have earned an MBA or a ID. In 
the second group — the occupations with lower penalties for time out and the more 
Unear ones — is one in the health sector (pharmacy). 

The data sets I use are for fairly uniform groups of men and women who have 
received the same advanced degree or work in the same occupation. The information 
on job experience and time worked is highly detailed. The gender gap in annual earn- 
ings for the IDs and MBAs, although large by year 15, is almost entirely explained 
by various factors, such as hours worked, time out of the labor force, and years spent 
in part-time employment. Small differences in time away or in hours translate into 
large differences in pay. NonUnearities in pay with respect to time worked can be 
seen. For the pharmacists, however, hours worked is also of importance in explain- 
ing gender differences in pay but earnings are fairly Unear in time worked and time 
out of the labor force is of less importance to contemporaneous pay. In fact, because 
part-time work is prevalent in pharmacy, women do not take off much time. 

A. Business {MBA): Nonlinear Occupations 

At the start of their careers, earnings by gender are almost identical among MBAs 
graduating from the University of Chicago Booth School from 1990 to 2006.^’ But 


”Cha and Weeden (20!3) explore the role of “overwork" and the rising premium to it from 1979 to 2009 in 
slowing the narrowing of the gender in earnings. 

^^Goldin and Katz {2008b. table 2). 

These data come from a survey of about 2,5(X) Univwsity of Chicago Booth School MBA graduates from 
1990 to 2006 matched with administrative school data. The survey asked retrospective questions yielding more than 
18,(KX)peraon-yearaon eamings, hours and otteremploymentinfonnation, and details on marriage and family. See 
Bertrand, Goldin, and Katz (2010) for detmls on the data. 
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after five years, a 30 log point difference in annual earnings develops and at 10 to 
16 years after the MBA, the gender gap in earnings grows to 60 log points (that is, 
women earn 55 percent what men do). Three factors explain 84 percent of the gap. 
Training prior to MBA receipt, (e.g., finance courses, GPA) accounts for 24 percent. 
Career interruptions and job experience account for 30 percent, and differences in 
weekly hours are the remaining 30 percent Importantly, about two-thirds of the total 
penalty from job interruptions is due to taking any time out. 

At 10 to 16 years from MBA receipt, 23 percent of University of Chicago Booth 
School MBA women who are in the labor force work part-time and, interestingly, 
more than half of those working part-time employ themselves. Around 17 percent 
are not currently employed and ^ percent work full-time (51 percent do of those 
with children). Cumulative time not working is about one year for all women 10 to 
16 years after ihe MBA. 

Not surprisingly, children are the main contributors to women’s labor supply 
changes. Women with children work 24 percent fewer hours per week than men or 
than women without children. The impact of children on female labor supply dif- 
fers strongly by spousal income. MBA moms with high-earning spouses have labor 
force rates that are 18.5 percentage points lower than those with lesser-earnings 
spouses.^® They work 19 percent fewer hours per week (when working) than those 
with spouses below the high-income level. The impact of higher income husbands 
may be a pure income effect but it more likely results from a combination of an 
income and a substitution effect in which the family requires some parental home 
time and the high-flyer husband offers little.^^ 

Another important result is that the impact of a birth on labor supply grows over 
time in an individual, fixed-effects estimation. A year after a first birth, women’s 
hours, conditional on working, are reduced by 17 percent and their participation by 
13 percentage points. But three to four years later, hours decline by 24 percent and 
participation by 18 percentage points. Some MBA moms try to stay in the fast lane 
but ultimately find it is unworkable. The increased impact years after the first birth, 
moreover, is not due to the effect of additional births. 

Part-time work in the corporate sector is uncommon and part-timers are often 
self-employed (more than half are at 10 to 16 years out). Differences in career inter- 
ruptions and hours worked by sex are not large, but the corporate and financial sec- 
tors impose heavy penalties on deviation from the norm. Some female MBAs with 
children, especially those with high earning husbands, find the trade-offs too steep 
and leave or engage in self-employment. 

In sum, the appeal of an MBA for women is large — incomes are substantial even 
if they are far lower than those of their male {>eers. But some women with children 
find the inflexibility of the work insurmountable. 


Annual earnings exceeding $200K, in US$2006. are used for the high-earning spouses. About 22 percent of 
MBA moms are not in the labw force at 10 m 16 years out. 

^®MBA mothCTs with high-income spouses, it should be noted, are not negati^^Iy selected on initial Minings, 
hours, and MBA performance. If anydung, they are posUively selected. 
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Table 3 — Earnings Equations for IDs: UwvEHsrry OF Michioan Law School Alumni Survey, 
Longituddul Sample 




Dqiendent vnis^Ie: log (annual earnings) 


log (hourly fee) 



Years 



Year IS 


Year 15 


(1) 

(2) 

(3) 

(4} 

(5) 


{7) 

(8) 

Female 

-0.100 

-0.0375 

-0.0158 

-0.549 

-0.215 

-0.130 

-0.00345 

0,0302 


(0.0262) 

(0.0240) 

(0.0228) 

(a0498) 

{a0456) 

(0.0455) 

(0.0366) 

(0.0368) 

log{hours per week) 


0.757 

0.5« 


1.34 

t.!62 

0.442 

0.312 


(0.0497) 

(0il52i) 


(0.0758) 

(0.0814) 

(0.054!) 

(0.0589) 

loetweeks eer vcarl 


0.522 

0.33! 


0.846 

0.711 





(0.0771) 

(0.0752) 


(0.123) 

(0.120) 



Years in current 



0.0423 



0.0251 


0.00886 



(0.00615) 



(0.00394) 


(0.00280) 

Years not employed 



-0.379 



-0.0406 


-0,0683 

by year t 



(0.0S45) 



(0.0274) 


(0.0253) 

Years part-time 



-0.244 



-0,0533 


-0.0263 

by year / 



(0.0339) 



(0.0115) 


(0.00854) 

Time off. BA to 



-0.0283 



-0.0649 


-0.0257 

law school 



(0.00800) 



(0.0145) 


(0.0107) 

Dummy varvMes 
Law school 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

performance 
Survey year 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Missing Job 

No 

No 

Yes 

No 

No 

Yes 

No 

Yes 

experience 

Missing weeks 

No 

Yes 

Yes 

No 

Yes 

Yes 

No 

No 

per year 

Constant 

11.5 

6.35 

8.00 

12.2 

3.70 

4.78 

3.94 

4.41 


(0.0161) 

(0.329) 

(0.340) 

(0.0296) 

(0.487) 

(0.504) 

(0.213) 

(0.231) 

Observations 

1,449 

1.449 

1,448 

1,299 

1.299 

1.298 

695 

694 

tP 

0.0747 

0.245 

0.332 

0.129 

0.359 

0.408 

0.238 

0.287 


Notes: Regression sample includes individuals working > 9 hours per week in the given year, Law school perfor- 
mance includes law school GPA at graduation and whether on law review. Sample for columns 7 and 8 is restricted 
to dtose working in law firms who reported an hourly fee. Wei^s are the inverse of the predicted values from a pro- 
bit regression on whether the survey was returned using a set of predetermined variables such as law school GPA. 
Standard errors are in parentheses. 

Source: University of Michigan Law School Alumni Survey Research Dataset, Longitudinal Sample for individuals 
graduating from 1982 to 1991 who returned both the 5-year and 15-year surveys. 


B. Law (JD): Nonlinear Occupations 

The gender gap in earnings between male and female JDs, graduating from die 
University of Michigan Law School from 1982 to 1991. is nil at the start of employ- 
ment. The gap is small and insignificant at year 5, after controlling for hours, weeks 
and time off, as can be seen in Table 3, columns 1 to 3.*^ But as in the case of the 
MBAs the gap balloons to around 55 log points by year 15 in a longitudinal sample 


^The University of Michigan Alumni Surv^ Research Dataset is used, which includes alumni surveys from 
1967 through 2006 to persons graduating from 1952 to 2001 togetiter with adnunistrative data on each alumnus. 
The surveys were sent to classes 5, 15, 25, 35, and 45 years after receiving their JD, Because response rates for the 
cross-section data are high {in the 60 percent range), surveys wctc later linked, where possible, to create a longitu- 
dinal dataset. The information used here is from the longitudinal data linking individuals from graduation to ye^ 
5 and 15. See Wood, Corcoran, andCourant (1993) to similar work using a much earlier form of the crc^s-section 
data and Noonan, Corcoran, and Courant (2005) to work that uses the more recent longitudinal samples. 
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(column 4). The remaining gap at year 15 is reduced to around 22 log points when 
time worked during the year is included and to 13 log points once work absences 
and job tenure are added (columns 5 and 

Of great importance with regard to the issues raised here is that annual earnings 
are clearly nonlinear (convex) with resf^ct to hours in year 15 but not in year 5. At 
year 15 the coefficient on log hours in the log earnings regression is significantly 
greater than one and that finding is robust to various specifications. In the column 5 
specification with law school performance and weeks, the coefficient on log hours 
is 1.34. It drops to 1.162 when job tenure, years out of the labor force, and years in 
part-time employment are added. But the precise position chosen and thus the slope 
of earnings with respect to weekly hours are determined by factors (e.g., children) 
that in turn influence job interruptions and prior part-time work. The framework 
necessitates a homogeneous group of individuals by training and those are given 
here by the precise law school, performance in law school, completion of the JD, 
and time since degree (15 years). 

Because those who work in law firms usually report their hourly billing rate or fee 
(about 90 percent do), columns 7 and 8 also include the relationship between houi^ 
and the hourly fee reported. That, too, displays nonlinearity (convexity). The more 
houre worked, the higher the hourly fee reported. 

The nonlinearity of annual earnings with respect to hours worked and the rela- 
tionship between hourly earnings and hours are graphed in Figure 6 together with 
characteristics of the IDs in each of four hour-intervals used (10-34, 35-44, 45-55, 
and 55+ hours). The annual earnings graph bears a striking resemblance to the rep- 
resentation of the framework in Figure 4. The nonlinearity of annual earnings with 
respect to hours worked is clear. 

The fraction female at 15 years is 0.288, but the fraction female decreases as 
hours increase from 0.826 for the 0 to 34 hours group to 0.182 for the 55 hours plus 
group. The fraction of women who have children at 15 years out also decreases as 
hours increase from 0.852 for the lowest hours bin to 0.536 for the highest. As hours 
worked increase so does firm size and fraction partner, while the incidence of solo 
practice decreases. Of some interest with respect to why nonlinearities in pay arise 
with respect to hours worked, among JDs who work in a law firm twice the frac- 
tion of time by the average lawyer is spent representing a Fortune 500 company in 
the highest hours bin than in the smallest hours bin. Similarly, the fraction of time 
representing "rich” people increases substantially (from about 0.025 to 0.09) when 
a lawyer shifts from working part-time to full-time. 

As in the case of MBAs, the reason for the reduction in hours of work at 15 years 
out is largely due to the arrival of children. And also similar to the MBA case is 
that the decrease in participation is due to an interaction between children and the 
income of the spouse. About 16.5 percent of JD women, and 21 percent of those 
with children of any age, are not in the labor force by year 15. 

Spousal income is an important determinant of who stays and who leaves employ- 
ment at year 15. JD women with children who are married to men in the upper 30 
percent of the earnings distribution (more than $200K per year, in US$2007) have 


Hie gender gap is less than 1 0 log points if making parluCT by year 1 5 or remaining in a law firm from year 5 
to year 15 is included. 
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Average weekly hours 


Job-hours feature (mean) 

10 to 34 
hours 

35 to 44 
hours 

45 to 54 
hours 

55 hours 
plus 

Fraction of men in bin 

0.021 

0.165 

0.486 

0.328 

Fraction of women in bin 

0.243 

0.218 

0.359 

0.180 

Fraction female (0.289) 

0.830 

0.353 

0.229 

0.185 

With children (0.698) 

0.852 

0.798 

0.617 

0.536 

Work setting: 

Law firm (0.487) 

0.425 

0.403 

0.514 

0.534 

Corporate (0.150) 

0.0755 

0.135 

0.184 

0.148 

Government (0.104) 

0.0943 

0.160 

0.127 

0.0456 

N<m-practicing (0.210) 

0.283 

0.265 

0.155 

0.241 

If in a law firm: 

Partner (0.690) 

0.311 

0.490 

0.739 

0.809 

Solo practice (0.0947) 

0.233 

0.177 

0.0646 

0.0660 

Firm size mean (252) 

188 

252 

249 

278 

Firm size median (125) 

30 

50 

140 

135 

Client: 

Fonune .500 (0.248) 

0.182 

0.228 

0,234 

0.293 

"Rich” (0.0904) 

0.0241 

0.0900 

0.0963 

0.0974 


Notes: Data given here are for those working > 9 hours a week at year 15. AU monetary 
amounts are in 2007 dollars. The category “other” accounts for the remaining fraction for 
work-setting. "Firm size," “Fortune 500." and “Rich” are all conditional on working in a law 
firm. Client variables are the (average of the) fraction of time lawyers staled they worked with 
such clients. 

Source: University of Michigan Law School Alumni Survey Research Dataset. Longitudinal 
Sample for individuals graduating from 1982 to 1991 who rcturrjed both the S-year and 15-year 
surveys. 

Figure 6. Hours, Earnings, and Characteristics of 
Occupations Fifteen Years after the JD 


lower participation rates than JD women married to lower-income husbands or who 
do not have children but are married to a high-income husband. Using the high- 
income cutoff for the husbands of female JDs reveals that 21 .6 percent of those with 
children are not in the labor force at 15 years but that 10.4 percent are not in the 
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labor force for those with lower income hiBbmids.^^ There are, however, almost no 
differences among those with no children. Almost none of those women, indepen- 
dent of the income of their husbands, is out of the labor force. 

Leaving the labor force for women with a JD appears to involve an interaction of 
spousal income and the presence of children. The reasons would seem the same as 
offered for the MBAs. Children require a modicum of parental time, high-income 
husbands provide little of it, and part-time work for IDs is insufficiently remunera- 
tive for some to remain employed. 

C. Pharmacy: A Unear Occupation 

The occupation of pharmacist is an excellent example of one that has fairly linear 
earnings with respect to hours worked and a negligible penalty to time out of the 
labor force. Managers of pharmacies get paid more because they woik more hours. 
Female pharmacists with children get paid less because they work fewer hours. 
Pharmacists, particularly women, often work part-time. But there is no part-time 
penalty.'*^ 

Pharmacy is a high income occupation — the eighth highest for men and third 
highest for women — ^that, in recent decades, has required a specialized six-year 
combined BS-doctoral degree. I will briefly summarize the findings from a study of 
the pharmacy profession by Goldin and Katz (2013) that uses, primarily, data from 
the National Pharmacist Workforce Surveys for 2000, 2004, and 2009. 

Most pharmacists today work for non-independent retailers, mainly large chains, 
or in hospitals — about 75 percent do. But four decades ago around 25 percent were 
employed in these sectors. Self-ownership and employment by independent phar- 
macies declined greatly in the interim. 

At the same time, women have increased their numbers in the profession. They 
are now about 55 percent of all active pharmacists and 65 percent of new hires. 
Women were always a reasonable fraction of pharmacists. Before the large increase 
in retail chain employment, women were often the part-time assistants of male phar- 
macists who managed their own pharmacies. 

Today the occupation has among the lowest gender earnings gaps among high- 
earning occupations. The (unadjusted) ratio of earnings for female to male full-time, 
full-year pharmacists is 0.85 whereas it was 0.60 in 1970. The hours-adjusted ratio 
is from 0.93 to 0.95.“^ 

Several changes in the pharmacy profession have been responsible for the increase 
of female to male earnings. The first is the decrease in self-ownership and the rise 
of large corporation and hospital employment. As corporate ownership and hospi- 
tal employment increased, the portion of earnings that came from self-employment 
decreased. The ratio of the (time-adjusted) earnings of female to male pharmacists, 


As in the case of the MBAs, JD women with high-income spouses who are not in the iabw force at 15 years 
are not negatively selected on the basis observables and, if anything, are positively selected. The calculation uses 
the cross-section sample m increase sample size. 

KOnn-Nelen, De Grip, and Fouage (2013) demonstrate greater fins productivity in pharmacy with an increase 
in {^-time work using data Irom the Netherlands. 

^Goldin and Katz (2013), ttd)]e 1 for the time trends and table 3, column 2 and 3 for Uie adjusted ratios. 
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in consequence, increased as the rents from ownership decreased and because men 
were disproportionately the owners. 

*11 * The second change involves decreased the costs to flexible employment in phar- 
macy. Pharmacists have become better substitutes for each other with the increased 
standardization of procedures and drugs. The extensive use of computer systems 
that track clients across pharmacies, insurance companies, and physicians mean that 
any licensed pharmacist knows a client’s needs as well as any other. If a pharmacist 
is assisting a customer and takes a break, another can seamlessly step in. In conse- 
quence, there is little change in productivity for short-hour workers and for those 
with labor force breaks. Other factors mentioned in the 0*Net section are also of 
importance. For example, there is less need for interdependent teams in pharmacy 
and for extensive contact with other employees.'*^ 

Female pharmacists have fairly high labor force participation rates and only a 
small fraction have substantial interruptions from employment. Rather than taking 
off time, female pharmacists with children go on part-time schedules. In fact, more 
than 40 percent of female pharmacists with children work part-time from the time 
fliey are in their early thirties to about 50 years old, Male pharmacists work around 
45 hours a week, about nine hours more than the average female pharmacist. 

The position of pharmacist became among the most egalitarian of all professions 
today. The facts in Goldin and Katz (2013) are consistent with the labor market 
effects of changes in technology and in the strucmre of the industry. They are less 
consistent with change stemming from an increase in the demand for family-friendly 
workplace amenities. In addition, the changes do not appear to have resulted from 
legislation or anti-discrimination policy or licensing requirements or regulations 
specific to the pharmacy profession. Rather, a host of structural changes outside the 
realm of the labor market (e.g., increased economies of scale in pharmacies, stan- 
dardization of drugs, computer use, linked records through insurers) increased the 
demand for pharmacists and reorganized work in ways that have made pharmacy a 
more family-friendly and female-welcoming profession. 

VI. What the Last Chapter Must Contain 

The reasoning of this essay is as follows. A gender gap in earnings exists today 
that greatly expands with age, to some point, and differs significantly by occupation. 
The gap is much lower than it had once been and the decline has been largely due to 
an increase in the productive human capital of women relative to men. Education at 
all levels increased for women relative to men and the fields that women pursue in 
college and beyond shifted to the more remunerative and career-oriented ones. Job 
experience of women also expanded with increased labor force participation. The 
portion of the difference in earnings by gender that was once due to differences in 
productive characteristics has largely been eliminated. 

What, then, is the cause of the remaining pay gap? Quite simply the gap exists 
because hours of work in many occupations are worth more when given at particular 
moments and when the hours are more continuous. That is, in many occupations 


The 0*Net characteristic “establishing and maintaining intcrpcisonat relationships” for pharmacists is among 
the lowest in the health group. 
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earnings have a nonlinear relationship with respect to hours. A flexible schedule 
often comes at a high price, particularly in the corporate, financial, and legal worlds. 

A compensating differentials model explains wage differences by the costs of 
flexibility. The framework developed here shows why there are higher or lower costs 
of time flexibility and the underlying causes of nonlinearity of earnings with respect 
to time worked. Much has to do with the presence of good substitutes for individual 
workers when there are sufficiently low transactions costs of relaying information. 
Evidence from 0*Net on occupational characteristics demonstrates that certain 
features of occupations that create time demands and reduce the degree of substitu- 
tion across workers are associated with larger gender earnings gaps. 

Data for MBAs and IDs shows large increases in gender pay gaps with time since 
graduation and also reveals the relationship between the increasing gender pay gap 
and the desire for time flexibility due to the arrival of children. Lower hours mean 
lower earnings in a nonlinear (convex) fashion. Lower potential earnings, particu- 
larly among those with higher-eaniing spouses, often means lower labor force par- 
ticipation. Pharmacists, on the other hand, have pay that is more linear with respect 
to hours of work. Female pharmacists with children often work part-time and remain 
in the labor force rather than exiting. 

What must be in this chapter for it to be the last? The last chapter must be con- 
cerned with how worker time is allocated, used and remunerated and it must involve 
a reduction in the dependence of remuneration on particular segments of time. It 
must involve greater independence and autonomy for certain types of workers and 
the ability of workers to substitute seamlessly for each other. Flexibility at work has 
become a prized benefit but flexibility is of less value if it comes at a high price in 
terms of earnings. The various types of temporal flexibility require changes in the 
structure of work so that their cost is reduced. 

There are many occupations and sectors that have moved in the direction of less 
costly flexibility. Firms in many sectors, including healthcare, retail sales, banking, 
brokerage, and teal estate, are making their employees better substitutes for each other 
and trying to convince their clients of that"** When clients perceive there is a greater 
degree of substitutability among workers, a mote linear payment schedule emerges. 

Pharmacists are now better substitutes for each other than they once were and 
their earnings are fairly linear with regard to time worked. Larger scale in healthcare 
has enabled teamwork that has freed physicians from irregular and long hours. Most 
small veterinary practices no longer have weekend, night, and emergency hours 
and, instead, have clients use the increasing number of large regional veterinary 
hospitals. Self-employment has declined in a large number of professions the past 
several decades including dentists, lawyers, optometrists, pharmacists, physicians, 
and veterinarians. The decline has produced a reduction in the premium to long and 
unpredictable hours. 

Some changes have occurred organically, often due to economies of scale (as in 
the cases of physicians, pharmacists and veterinarians), some changes have been 
prompted by employee pressure (as in the case of various physician specialties such 
as pediatricians), and other changes have occurred because firms want to reduce 


^See, for example. Briscoe (2006, 2007) an |*ysiciims and Blair-Loy {2<X)9) on brokerage finns. 
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labor costs. Not all positions can be changed. There will always be 24/7 positions 
with on-call, all-the-time employees and managers, including many CEOs, trial law- 
yers, merger-and-acquisition bankers, surgeons, and the US Secretary of State. But, 
that said, the list of positions that can be changed is considerable. 

What the last chapter must contain for gender equality is not a zero sum game 
in which women gain and men lose. This matter is not just a woman’s issue. Many 
workers will benefit from greater flexibility, although those who do not value the 
amenity will likely lose from its lower price. The rapidly growing sectors of the 
economy and newer industries and occupiUions, such as those in health and infor- 
mation technologies, appear to be moving in the direction of more flexibility and 
greater linearity of earnings with respect to time worked. The last chapter needs 
other sectors to follow their lead. 
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Senator Kaine. Thank you. 

Ms. Duchon. Well, as the mom of a young girl, I would like to 
say that knowing that those opportunities are available from the 
start and having young people grow up in good-quality educational 
environments where they see women taking on those roles and 
they can imagine that for themselves, just the sheer modeling of 
that both from a parental perspective as well as an education per- 
spective I think is truly important. 

Senator Kaine. Ms. Schaeffer? 

Ms. ScHAEEFER. Thank you for that question, because I actually 
think this is a very interesting one. I tend to be careful that we 
do not characterize sort of our schools as somehow providing one 
thing for the male students today that is different from the girls. 
I have two girls and a son, and I know that they are all being 
treated the same way. 

That being said, I know that for many, many years now, we have 
been pouring money into the STEM field and trying to encourage 
more women to go into it. And recently I took a look at MIT and 
what the female students and the male students were majoring in. 
And I thought, of any school out there, MIT, we have some of the 
brightest science and math minds. And it was very interesting to 
see the way men and women are sort of falling. Men were still 
overrepresented in areas like petroleum engineering and computer 
science, while women were overrepresented in the social sciences 
and biolop^ and architecture. 

So I think that there is a point at which we have to accept that 
men and women are different, they are going to make different 
choices, and that might be okay. And we have to maybe also ask 
ourselves, is there a reason that we are not looking at sort of the 
underrepresentation of men, for instance, in nursing or in English 
or in psychology? Should we be concerned on that side of things? 

And one last thing is just that we have a lot of women now who 
are in these leadership positions, and I agree it is not as high as 
with men, but we have women who have come up the ranks, like 
a Virginia Rometty at IBM. We know that 75 percent of veterinary 
students are now women. These are numbers that we should not 
ignore because I think it is sometimes painted as sort of black or 
white, women go into the humanities, men go into the sciences, 
that is the problem. So I think it is a little bit — a little grayer. 

Senator !^ine. Thank you. Madam Chairwoman. 

Chairman Murray. Thank you. 

We do have a vote called, and I am going to give Senator King 
and Senator Baldwin 5 minutes each, and we should be able to 
wrap up before we get over there. Senator King? 

Senator King. Thank you. Before getting into some questions, 
Ms. Boushey, could you supply that Goldin study to us? That 
sounds very interesting, the one that you mentioned. I would ap- 
preciate that. 

Senator King. As I have traveled abroad, and did so particularly 
as Governor, going on trade missions, it was one of my conclusions 
that one of the parts of the secret sauce of America’s success is the 
openness of our business community to women. You go to other 
countries, you go to business meetings, chamber of commerce meet- 
ings, zero women. And you realize that these societies are missing 
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a huge part of the talent. That is what America is all about, is giv- 
ing this opportunity. 

The challenge, it seems to me — there are two challenges. One is 
how do we harness this enormous power that half of our population 
brings to the table, at the same time accommodating the special 
needs, particularly around motherhood. 

Now, part of it is the tradition that it is moms who are respon- 
sible and not dads. I mean, that is something we ought to be think- 
ing about and talking about. You know, why is it assumed that the 
woman has to deal with the child care and the sick child and all 
of those kinds of things? 

I guess the question is: What are the factors, the flexibility poli- 
cies that are most important for us to adopt? And the secondary 
question is: Does this have to be by Federal law or will this take 
place in the marketplace as companies say, hey, we want this tal- 
ent, we have, therefore— a company I visited in Maine a few weeks 
ago has an in-house daycare center. Why? Because they want to 
have good people working there, and that is one of the things that 
they have had to do. 

So two questions. What are the important policies? And, two, do 
they have to be mandated by Federal law or can the marketplace 
take care of it? And if so, how long will that take? Ms. Boushey, 
do you want to take a crack at that? 

Ms. Boushey. Yes, thank you. That is an excellent question. I 
have a bunch of answers for you. 

So, first, you know, thinking in terms of workplace flexibility, 
there are a lot of things that we could do. San Francisco and 
Vermont have both just implemented new policies that give work- 
ers the right to request a flexible schedule. It is a soft-touch law, 
meaning that it is not a mandate, but it says that a worker can 
go to their boss and say, “Hey, I need this kind of flexibility,” and 
file employer is obligated to respond to that request and give a 
good reason why they want to deny it. 

We have seen this to be enormously successful in the United 
Kingdom and in New Zealand and other countries, and it is some- 
thing that might be able to be effective here, and I am very excited 
that these two places are doing this so that people like me can 
study it. So I encourage you to look at that, and that is something 
that is happening at the State and local level. 

Second, there is an experimentation in States right now with 
family leave insurance. California, New Jersey, and Rhode Island — 

Senator King. You mentioned that. Who pays — when you say “in- 
surance,” it implies somebody is paying a premium. 

Ms. Boushey. Yes. So this is employee paid for, so it is a new 
small tax on employees. 

Senator King. Like unemployment insurance. 

Ms. Boushey. Like unemployment insurance, or in those— there 
are five States that have longstanding temporary disability insur- 
ance programs that provide up to a year in some places, benefits 
when you get sick, and those three States have added family leave 
onto that benefit. And it is paid for entirely by employees. 

The FAMILY Act, the family and medical leave insurance bill 
that Senator Gillibrand has introduced, would create a Federal sys- 
tem for that. The big challenge of doing that one at the State level 
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is beyond these five States that have these longstanding systems, 
the startup costs are very high. And so the Federal Government 
could play a role there in helping with startup costs. 

Senator King. I want to get Ms. Schaeffer into this discussion. 
You had trenchant comments about the Paycheck Fairness Act. Are 
there other policies that could be adopted, flexibility policies, 
daycare flexibility, hours, those kinds of things that you think are 
important, and your thoughts on whether these should be Federal 
law, marketplace? And the problem with — I suspect you are going 
to say marketplace, but then we get to Ms. Duchon’s comment that 
it will take 43 years to get there. 

Ms. Schaeffer. Well, you know, I am not sure if it will take 43 
years, and the reason is because I think women are beginning to 
outpace men. We know that women are now earning 57 percent of 
bachelor’s degrees, 59 percent of master’s degrees, the majority of 
Ph.D.s. They are overrepresented in law schools as well as medical 
schools. So the demand is — the workplace is really changing. The 
demand for flexibility, not for just women but for men as well, is 
changing. And, you know, as one of my colleagues says, I think 
that toot^hpaste is out of the tube, right? People have sort of gotten 
a taste of what flexibility means and what it looks like, and they 
like it. And employers want to respond to that, so I will give you 
two examples. 

One is very small, and that is the Independent Women’s Forum. 
We are a very small organization. We used to have very fancy office 
space. We are now a virtual office. And one of the reasons for that 
is that we have a lot of moms, and it simply did not make sense 
for them to waste an hour getting into the office and parking and 
getting settled at a desk and wasting another hour at the end of 
the day when we realized that we had a team of very hard workers 
who could do their job from home. Now, it works for us. It might 
not work for the next think tank, but it does work for us. 

Another example, though, is Walmart, a much larger example. 
They started in their legal department with a flexible work ar- 
rangement. What they found is that people really liked it. They 
were more productive workers, and to the extent that they could 
integrate that into other departments, they were trying. Obviously, 
you always have to have somebody at the checkout line, but that 
does not mean that other parts — there are other ways in which you 
could have job sharing and flexible work arrangements. 

So I think that the marketplace is going to respond to both wom- 
en’s and men’s needs for flexibility. 

Senator King. Thank you very much. We are running close — 

Chairman Murray. Yes, I want to make sure that Senator Bald- 
win has a chance. 

Senator King. I will follow up with some questions. 

Chairman Murray. And we do not want to miss the vote, so. 
Senator Baldwin? 

Senator Baldwin. Thank you. I really appreciate your holding 
this hearing. 

There are a number of non-compensation barriers to economic 
opportunity for women that have come up. One that I do not be- 
lieve has come up but yet is a major barrier to economic empower- 
ment of women is the unacceptable reality of workplace discrimina- 
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tion, including harassment and sexual harassment specifically. And 
I think it really continues to limit the opportunity to succeed at the 
workplace. 

According to the Equal Employment Opportunity Commission, 
annually there are average claims of about 10,000 cases of sexual 
harassment, yet according to numerous studies, this is supposed to 
he drastically underreported, so in reality there is a helief that it 
occurs in much higher levels. 

Last summer the U.S. Supreme Court in my opinion worsened an 
already difficult situation by stripping away some crucial protec- 
tions for people who are harassed in the workplace in a case called 
Vance v. Ball State University. What happened in Vance is the 
Court made it harder to hold employers accountable when harass- 
ment is being perpetrated by a supervisor who does not have spe- 
cifically hiring and firing authority. So if you have a supervisor 
who is directing all of your daily activities, choosing what hours 
you have to report, whether or not you get overtime or can get ab- 
sences, you know, all sorts of conditions of your work, but that per- 
son expressly does not have hiring and firing authority, there is no 
employer accountability. And I fear what that is going to do in 
terms of people’s recourses and weakening of Federal workplace 
protections. 

So with that quick introduction. Dr. Boushey, I would like to ask 
you how does workplace harassment limit the economic opportuni- 
ties of women and their families. I know that is a very broad ques- 
tion, but how will this case, the weakening of these workplace pro- 
tections make it more difficult for women to succeed economically? 

Ms. Boushey. Well, we live in a country where employees, you 
know, most of the rights that they get they get from the Federal 
Government. Very few workers — 7 percent of private sector work- 
ers these days — are represented by a union, so that means that 
these laws are incredibly important in protecting workers. And I 
think AnnMarie’s story for me is so compelling in some ways be- 
cause she was able to talk to her colleagues and her employer 
about what was going on. But for so many people, they cannot do 
that, and they fear being laid off or they fear being fired. Most peo- 
ple — you know, so many Americans work in States — you know, 
right-to-work States, and you do not have a lot of recourse. 

So I actually think this is fundamentally and profoundly impor- 
tant, and I think there are a variety of ways of getting at it. I think 
now you have talked about some legislation, the Fair Employment 
Protection Act, which I think would be very important. There are 
also some new policies going on at the State level and something 
that just happened a couple of days ago. Massachusetts became the 
fourth State to pass a Domestic Workers’ Bill of Rights, which 
gives domestic workers, in-home workers, rights that they do not 
have under the Fair Labor Standards Act, and one of them, of 
course, importantly, are issues around harassment, where I think 
that this could actually play — this could actually be one of the more 
important areas where we could see this happening. 

So I think that understanding the importance of jobs in people’s 
lives and that if you do not have choices and you are stuck, well, 
then, you are going to put up with it, and that is just not right or 
fair. 
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Chairman Murray. Thank you very much. I really want to thank 
our colleagues for participating today, and I especially want to 
thank our three witnesses for your time today. 

As a reminder to our Committee members, additional statements 
and questions are due in by 6:00 p.m. today. We will submit these 
to you for your response. And, again, thank you so much. 

With that, we will call this hearing to a close. Thank you. 

[Whereupon, at 11:28 a.m., the Committee was adjourned.] 
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Responses to Questions for the Record from Senate Budget 
Committee hearing on “Expanding Economic Opportunity for 
Women and Families” 


Heather Boushey, Executive Director and Chief Economist, Washington Center for 
Equitable Growth 

From Senator Wyden 

Aside from labor laws and protections, some of the programs we tend to think of as “the 
safety net” vary largely in terms of their coverage of and functionality for women and 
children. For example, men are far more likely to be eligible for unemployment benefits. 
And the TANF program — ^which is far more likely to benefit women — is criticized for its 
lack of flexibility for cutting off beneficiaries who wish to pursue an education. 

To each of the witnesses, what are some ideas you have for reforming our safety net 
programs to reflect changes in the workforce and better assist families, and specifically 
working moms, with children? 


Women’s entry into the labor force is one of the most important transformations to our labor 
force in recent decades, which has greatly benefited women, their families and the economy. 

However, despite the recent changes in our workforce, federal and social policy have not adapted 
to better assist working families. The foundations of our nation’s basic labor standards, such as 
the Fair Labor Standards Act in 1938 and the Social Security act of 1935,' were enacted during a 
time when most workers had a family member who was a full-time, stay-at-home caregiver. 

While we celebrate the strength of these programs and standards, we also need to think about 
how to update policies for a workforce in which most workers are also family caregivers. 
American workers typically have little or no control over their work hours and schedules, and 
few have a right to job protected access to paid leave to care for a family member.^ 

There is a basket of policies that will help achieve the results we need for working mothers, their 
families, and the economy. 

First, tax credits such as the Earned Income Tax Credit, Child Tax Credit, and Child and 
Dependent Care Tax Credit help increase the financial security of all American families, 
especially low-income families.^ The 2D' Century Worker Tax Cut Act would further increase 
the income of working families, letting two-eamer families keep more of what they earn and 
increasing the Earned Income Tax Credit for childless low-wage workers."' 

Second, in order to work and remain in the labor force, parents need affordable, high-quality 
child care. Early childhood education is one of the most important investments in our 
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workforce.^ Federal policy should expand access to early childhood education programs and 
make them more affordable. Furthermore, additional funding for Head Start would allow more 
low-income families to utilize this comprehensive early childhood program. In addition, policy 
should address “child care cliffs” for families receiving child-care assistance. In certain states, a 
slight increase in parent’s earnings can push them over the income threshold for child-care 
assistance, which can result in a sharp increase in child care expenses.* 

Finally, all kinds of caregivers need polices to help them balance work and family care so they 
can remain in the workforce and help grow our economy. Family and medical leave insurance — 
also known as paid leave — ^would provide a critical support for workers — men and women 
alike — allowing them to take temporary leave from work to recover form an illness or care for a 
loved one. The Family and Medical Insurance Leave Act of 201 3, also known as the FAMILY 
Act, would relieve the financial burden of taking unpaid time off, providing paid leave for nearly 
every U.S. worker.’ Paid leave makes it easier for women to work and have higher lifetime 
earnings, thereby increasing families’ financial security.* Furthermore, there is evidence that 
these work-family policies could also help close the wage gap between workers who provide 
care and those who do not.’ 
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THE IMPACT OF STUDENT LOAN DEBT ON 
BORROWERS AND THE ECONOMY 


WEDNESDAY, JUNE 4, 2014 

United States Senate, 
Committee on the Budget, 

Washington, D.C. 

The Committee met, pursuant to notice, at 10:01 a.m., in Room 
SD-608, Dirksen Senate Office Building, Hon. Patty Murray, 
Chairman of the Committee, presiding. 

Present: Senators Murray, Wyden, Nelson, Stabenow, 

Whitehouse, Warner, Merkley, Baldwin, Kaine, King, Johnson, and 
Ayotte. 

Staff Present: Evan T. Schatz, Majority Staff Director; and Eric 
Ueland, Minority Staff Director. 

OPENING STATEMENT OF CHAIRMAN MURRAY 

Chairman Murray. This hearing will now come to order. I want 
to thank Senator Johnson, who is filling in today for my Ranking 
Member, Senator Sessions. Welcome to you and to all of our col- 
leagues who are joining us today, as well as a room full. Welcome 
to all of you on a really important topic today. 

We are going to be talking about a challenge that 40 million peo- 
ple around our country face today. And for many Americans who 
want to further their education and build their skills, taking out 
student loans has become a college prerequisite. But that debt can 
have lasting consequences for borrowers and weaken their chances 
of getting ahead. 

Ensuring more Americans get a fair shot is something many of 
us here in the Senate are very focused on. And a bill that is coming 
to the floor very soon, which will allow borrowers to refinance their 
school loans, is an important part of that Fair Shot Agenda. 

I will be discussing that legislation a bit more later. But first I 
want to thank our witnesses who are here with us today who will 
help shed some light on the challenges that mounting student debt 
can pose for borrowers and for our economy. 

Today we are going to be hearing from Rohit Chopra. He is the 
student loan ombudsman for the Consumer Financial Protection 
Bureau. 

And I am very pleased to welcome Brittany Jones today. She is 
a recent graduate and the former president of the Student Virginia 
Education Association. 

We are also going to be hearing from Richard Vedder. He is a 
Distinguished Professor Emeritus of Economics at Ohio University. 
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A college degree is a worthwhile investment, and for many it can 
he a ticket to the middle class. We know that on average, college 
graduates earn more, and they tend to have lower unemployment 
rates than their less educated peers. 

A highly educated workforce is also good for our country. It 
strengthens our middle class. It strengthens the workforce we will 
need to compete in the 21st century global economy. 

More and more, jobs of the future will require postsecondary cre- 
dentials or degrees. And, in fact, in the coming years, as many as 
two-thirds of all jobs will require at least some college education, 
according to the Center on Education and Workforce. 

But to afford college, many people have to turn to student loans 
to help finance their education. In just a few moments, you are 
going to hear from Brittany Jones. She is going to be talking about 
how taking out student loans made it possible for her to get a col- 
lege degree. And, Brittany, I look forward to hearing more about 
your experience, as you have now worked to start a teaching career 
and at the same time paying down that student loan that got you 
through college. 

Of course, Brittany is not alone. Dealing with overbearing stu- 
dent debt has become a reality for a growing number of Americans. 
The statistics are staggering. Today the average college graduate 
will have to pay back around $30,000 in student loans. And a 
record number of young households owe student debt. 

Back in 1989, 16 percent of young households had student debt. 
By 2010, that figure had more than doubled, according to the Pew 
Research Center. More young people than ever before are dealing 
with more student debt than ever before, and that can have lasting 
consequences. 

Americans who took out school loans can find it difficult to save 
and accumulate wealth. A recent study found that college grad- 
uates without student debt had accumulated seven times more 
wealth than those who are paying back school loans. 

Crushing student debt is not just hurting borrowers. There is 
mounting evidence that student debt is also holding back our econ- 
omy. Historically, young Americans have been a source of economic 
activity as they set up their households and start their own ca- 
reers. But today many are finding it difficult to save even for a 
downpayment on a home. And the high monthly bills to pay back 
student loans can disqualify many people from even getting a mort- 
gage. 

When first- time homebuyers are not able to get a mortgage, it 
can adversely affect the housing industry as a whole. That is why 
groups like the National Association of Realtors and the Home- 
builders Association have expressed concern about the overbearing 
financial weight of student loans. 

Student debt can stifle entrepreneurship. Young people who 
dream of starting up their own businesses are not able to take the 
risks and the business loans that are usually needed when they 
launch a startup. 

Paying off student loans can prevent young people from saving 
for retirement or making the kinds of purchases that help further 
our economic recovery. 
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Mr. Chopra, I know these economic consequences are what you, 
and others at the Consumer Financial Protection Bureau, have 
called the “domino effect,” and I am looking forward to hearing 
more details in your testimony about those negative economic im- 
pacts. 

To address these challenges, as a starting point, we need to en- 
sure that student loan servicers — those are the companies who 
handle billing and track borrowers’ payments — are treating those 
borrowers fairly and responsibly. 

Unfortunately, there have been alarming reports of student loan 
servicers mistreating borrowers. Some people have discovered their 
student loan servicer has not properly processed payments. There 
have also been complaints that private student lenders have put 
borrowers into default if a cosigner dies, despite the borrower being 
current on their loan payments. 

And I was very troubled to hear recent reports that Sallie Mae 
was overcharging military members on their student loans. Sallie 
Mae now has agreed to pay nearly $100 million in fines after 
charging military members higher interest rates. And I have asked 
Secretary Arne Duncan to investigate to make sure other student 
loan servicing companies are not doing the same. 

But we can do more to help borrowers. The Bank on Student 
Emergency Loan Refinancing Act is a bill from Senator Elizabeth 
Warren that I have cosponsored, along with several of our Demo- 
cratic colleagues. That bill will allow borrowers to refinance their 
Federal student debt. The Congressional Research Service esti- 
mates that this bill would let borrowers save $4,000 on average. 

Passing that legislation would put more money in borrowers’ 
pockets so they can make ends meet, make downpayments homes, 
or start new businesses and help grow our economy. 

Right now, people can refinance their home loans or their busi- 
ness loans when interest rates drop. This bill will let borrowers 
with Federal student debt do the same. And this should be a bipar- 
tisan issue. 

Just last year, for example. Republicans and Democrats came to- 
gether to pass the Bipartisan Student Loan Certainty Act. That bill 
allowed new borrowers to take advantage of lower interest rates es- 
tablished by the free market. This refinancing legislation would use 
those same free market principles to help those with existing stu- 
dent loans. 

At a time when higher education is more important than ever to 
our Nation’s long-term competitiveness, a college degree should not 
drown borrowers in debt. 

Now, and in the future, we need to make sure that people who 
choose to further their education and build their skills are better 
able to afford college and manage their student debt. It is an eco- 
nomic imperative. 

To strengthen our middle class, to strengthen our workforce, and 
to help spark economic growth. Congress needs to address these 
challenges. 

So I am very delighted to have this hearing today, and before I 
turn it over to our panel of witnesses, we would like to hear from 
Senator Johnson. 
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OPENING STATEMENT OF SENATOR JOHNSON 

Senator Johnson. Thank you, Madam Chair. I appreciate you 
holding this hearing. This is, I think, an extremely important issue. 
I think it is a tragedy that we have enticed our children to incur 
now about $1.2 trillion in student loan debt collectively. 

I had a finance professor in college who, before he would ever 
talk about cost of capital and all the complex issues with corporate 
finance, would spend a day just talking about personal finance. He 
said, “The reason they call a debt instrument a bond is because 
when you go into debt, you put yourself into bondage. And you 
want to really avoid that.” So I certainly took that to heart. 

I, of course, had the advantage of growing up and going to college 
in the 1970s when college was a whole lot cheaper. I worked full- 
time, and rather than leaving college with close to $30,000 in debt, 
I actually left college with $7,000 in the bank. So I wish that were 
more possible. 

I would like to start with a chart that I have prepared, and I 
have actually been using this in my PowerPoint presentations as 
I travel around the State of Wisconsin. Just laying out some facts 
and a little food for thought here. 

What this chart shows is that in 1963 the total cost of a 4-year 
undergraduate degree in a public college was about $929 per year. 
That is room, board, and tuition. Now, by 1988, the actual cost had 
risen to $4,678, which was 27 percent higher than had it just 
grown at the rate of inflation. But you can see as of 2012 the cost 
of college outstripped the rate of inflation by almost two and a half 
times. So rather than costing about $7,000, which is what it would 
have been if it just would have grown by the rate of inflation, one 
year of college now is about — in 2012, it was $17,474, two and a 
half times the rate of inflation. 

I guess the question I am asking is, “Why?” What is so different 
about what colleges and universities spend their money on that 
their costs would outstrip the rate of inflation by 2.5 percent? And, 
by the way, two of the components, room and board, you know, food 
and shelter, in the rest of the economy — not necessarily on college 
campuses. In the rest of the economy, those have actually grown 
at a lower rate than inflation because we have become so much 
more productive in those sectors of our economy. Obviously “pro- 
ductivity” is not exactly a word we use in education, which is a real 
shame. 

So, again, just kind of asking the question of, you know, why. All 
of our good intentions — and let us face it, what we spent in college, 
around college in terms of student aid, which is about $2 trillion 
since 1963, was all well intentioned, but it had a very serious nega- 
tive unintended consequence. In other words, in trying to make col- 
lege more accessible, did we actually make it less accessible be- 
cause we have made it so much more unaffordable? 

Oh, by the way, just, you know, to add a little more detail to that 
chart, of the $2 trillion we have spent over that time frame, about 
$200 billion was spent between 1963 and 1988; $1.8 trillion was 
spent as college costs really skyrocketed and soared. Again, cause 
and effect, I will leave that for the reader to judge. And I think Mr. 
Vedder is going to talk a little bit about that as well. 
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Madam Chair, you were correct. It is a shame that in 2011, 
which is the latest figures I have from the College Board, average 
student loan debt after 4 years of college is $25,000. Of those, 57 
percent of the students that actually incurred debt in a private in- 
stitution it is about $29,900, and 65 percent of private college stu- 
dents incurred debt. 

Another interesting statistic is how long it is taking our students 
to graduate. About half graduate pretty much in the 4-year time 
period. In other words, they graduate within 52 months, about 4.3 
years. But the other half raises the average time to graduate to 6.3 
years. Again, just asking the question: Why is that, particularly 
when you have so many kids leaving high school with college cred- 
its in the bag? Have we made college funds available so readily 
that people can dither in college? It is just a question I am asking. 

Now, I know part of this hearing is to talk about, you know, 
other types of pieces of legislation to supposedly solve the problem. 
One thing I think is important for us to talk about, though, is how 
those proposals might be scored. Currently the CBO is constrained 
by having to score the cost of these college aid programs under the 
Federal Credit Reform Act, and under that scoring, for the 10-year 
period 2015-24, because it does not account really for varying eco- 
nomic conditions or loan defaults, it is actually showing that the 
student loan program saves the American taxpayer, in other words, 
reduces the deficit by $135 billion over 10 years. 

But if you use a fair-value basis, if you actually account for 
tougher economic times, varying economic times, and defaults, it 
would actually cost the Federal Government $88 billion over that 
10-year time frame. 

So I think it is important, if we are looking at pieces of legisla- 
tion, that we actually take a look at the fair-value cost and the ef- 
fect it has on the deficit. 

And then I think finally the only thing I want to talk about is 
another potentially unintended consequence of some of these pro- 
grams designed to forgive loans. In 2007, Congress passed into law 
the College Cost Reduction and Access Act of 2007. It established 
a new public service loan forgiveness program that discharges any 
remaining debt after 10 years of full-time employment in the public 
service. The borrower must have made 120 payments a part of the 
direct loan program in order to obtain this benefit. In other words, 
they have to keep their — ^you know, they cannot be in default over 
the 10-year period while they are working for the public sector. 

Now, Politico wrote a column on this and said that law schools 
looked at the new laws and saw an opportunity. Income-based 
monthly statements are lower than standard payments so the 
schools could cover graduates’ payments entirely for the first 10 
years. The money for law school repayment assistance programs 
usually comes out of tuition mostly paid with Federal student 
loans. Do you understand what I am saying there? So the law 
school is gaming the system. They are saying, “Oooh, so all we 
have to do is we will make the loan payments for our graduate stu- 
dents for 10 years, and at that point the American taxpayer will 
pay for our law degrees?” 
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At Berkeley, for example, it is part of the fee that all professional 
degree students pay. At Georgetown, 350 borrowers are taking ad- 
vantage of this program. At Berkeley, there are 263. 

By the way, the average student debt of a law graduate of 
Georgetown is $150,000. At Berkeley, it is $115,000. 

And the Wall Street Journal wrote about this, too. It is not just 
Berkeley and Georgetown. Columbia University and University of 
Chicago are also doing that. And until recently, Georgetown had on 
its law school website basically talking about how the school’s aid 
combined with the Federal plan “means public interest borrowers 
might not pay a single penny on their loans ever!” A school spokes- 
man has said the statement was removed this year. 

So, again, I understand that this $3.5 trillion a year entity called 
the Federal Government and the student loan program and all 
these aid packages are all well-intentioned programs. But I think 
we have to honestly take a look at the reality of the situation and 
look at the very severe and serious negative unintended con- 
sequences of our good intentions, part of that being that we have 
collectively enticed our children to incur $1.2 trillion in student 
loan debt that now we are trying to figure how to solve that prob- 
lem that the Government has caused. 

Thank you. Madam Chair. 

Chairman Murray. Thank you. 

We are going to turn to our witnesses. Again, Ms. Jones, thank 
you for coming and sharing your personal experiences. We are 
going to start with you. 

STATEMENT OF BRITTANY JONES, FORMER PRESIDENT, 
STUDENT VIRGINIA EDUCATION ASSOCIATION 

Ms. Jones. Good morning. Chairwoman Murray, Senator John- 
son, and members of the Committee. My name is Brittany Jones, 
and I thank you for inviting me here today. 

My story starts as a second grade student at Birdneck Elemen- 
tary School, when the decision was made. I, Brittany Jones, self- 
proclaimed mathematician and resident drama queen, declared to 
the world that I would become a second grade teacher. With little 
deviation, I pursued this plan throughout my studies, then as a 
teacher intern in Henrico County Public Schools, followed by re- 
ceiving my bachelor’s degree from Virginia Commonwealth Univer- 
sity in early and elementary education. 

It was during high school when our counselors first began the 
conversations about attending college. They talked in detail about 
scholarships and grants and financial aid awards. Naturally, I as- 
sumed everyone could attend college. It was not until I was accept- 
ed and learned the amount of financial aid I would be offered that 
I feared I could not attend. After conversations with my financial 
aid counselor and various chats with my parents regarding the ne- 
cessity of a college degree, I made the decision to enroll with the 
assistance of student loans and pursue my dream of becoming a 
teacher. Unfortunately, the cost of attendance constantly increased 
while the grant funds decreased. 

Upon graduation in 2011, the joy of completing the first portion 
of my program was overshadowed by the truth that I had borrowed 
well over $70,000 in student loans from various sources — Federal 
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subsidized, unsubsidized, Perkins, and personal loans. And still, I 
needed to complete another year of school, which was required to 
get my teaching certification. I, like many of the students I encoun- 
tered as the Student Virginia Education Association President, was 
facing the difficult decision of whether to continue my education 
and follow my dream of being a teacher or seek immediate employ- 
ment. 

I recall one student who, having borrowed the maximum amount 
of student loans allowed for one school year, was unable to fill the 
gap in his cost of attendance. He later withdrew from the univer- 
sity and never returned. Another student, who, ironically, served as 
our chapter treasurer, also left school for financial reasons. A full- 
time student in the master’s program, she also had a job in sales 
and was offered the position of store manager. Faced with the deci- 
sion of incurring more student loan debt, she decided becoming a 
teacher was no longer the career path she would follow. For me 
personally, when confronted with the decision to borrow another 20 
grand, $20,000, to complete my program, I decided it was best to 
postpone attendance. 

Immediately after commencement ceremonies, I drove to an 
interview for a preschool teaching job, got it, and began teaching 
the following Tuesday. I was excited to have a position, despite the 
low wage of $10 an hour, because unlike many of my colleagues, 
I was working in my desired field. I was the lead teacher in my 
own classroom. I was elated — until the loan statements started to 
come. 

Because I owed approximately $60,000 in Federal loans at the 
time and I was working full-time, I had to start paying them back. 
This proved problematic. They figured I would be able to afford 
paying $600 a month. I was making $10 an hour and paying over 
$900 in rent and insurance and other expenses a month Fortu- 
nately, my parents were able to help with some of the payments 
to keep the loan in good standing. 

This continued for a few more months until I lost my job. In 
2012, I received notice that I had defaulted on the remainder of my 
Federal loans, totaling approximately $58,000. A nice gentleman 
from the loan company called and requested the date by which I 
could send the $58,000 check or money order. After a laugh or two, 
he then said he would be happy to help set up a payment plan. He 
put in the calculations and determined I would be able to pay $653 
a month. At this time I was working as a pre-kindergarten teacher 
making $13 an hour and paying $783 in rent, with more payments 
for utilities and insurance bills. Again, simple math: the numbers 
did not add up. I worked as many as three jobs at once just to 
make my monthly payments. 

Now, 2 years later, I was finally cleared to apply for financial aid 
and return to school to pursue my master’s. As you can imagine, 
the ordeal I went through with my student loans made this deci- 
sion a weary one. So the search for alternative programs began. I 
did not want to collect any more student debt. My goal is to become 
a classroom teacher, not a teacher with more loan debt than she 
makes in a year. 

This search led me to find the Denver Teacher Residency pro- 
gram. Through this program, which I will begin this summer, I will 
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become a highly qualified educator with a master’s degree. All fees 
associated with the cost of attendance will be repaid upon comple- 
tion of the program, which includes 4 years teaching in Denver 
Public Schools. 

This program is promising, and it is an exciting time in my life. 
Yet almost $50,000 still awaits repayment. Student loan debt has 
been the driving force of my decisions for the last 8 years of my 
life, and according to my current repayment plan, it is projected to 
be for the next 25 years of my life, well into the years for which 
I should be planning a retirement. It should not be this way. 

Senators, you have the power to make sure that it is not this 
way any longer. You can take actions to help make college more 
affordable so that students have a fair shot at pursuing their 
dreams. Degrees not debt should be our collective goal. I urge you 
to help increase student aid, especially for those who need the most 
financial help. I urge you to help make student loans more afford- 
able, including by allowing refinancing of those loans, as legislation 
from Senator Warren would do. And I ask you to look for ways to 
make careers in public service, like teaching, more attainable by 
expanding loan forgiveness programs. 

Thank you. Chairwoman Murray, and the members of this Com- 
mittee for the opportunity to share my story today. 

[the prepared statement of brittany Jones follows:] 
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Prepared Testimony of Brittany Jones 
Former President, Student Virginia Education Association 

"The Impact of Student Loan Debt on Borrowers and the Economy” 

Before the U.S. Senate Budget Committee 
June 4, 2014 

Good morning Chairwoman Murray, Ranking Member Sessions and members of the Committee. 
My name is Brittany Jones and I thank you for inviting me to be here today. 

My story starts as a second grade student at Birdneck Elementary School, when the decision was 
made. I, Brittany Jones, self-proclaimed mathematician and resident drama queen declared to the 
world and my teacher Mrs. Bulla that 1 would one day become a second grade teacher just like 
her. With little deviation, I pursued this plan throughout my studies, then as a teacher intern in 
Henrico County Public Schools, followed by receiving my Bachelor’s Degree from Virginia 
Commonwealth University in Early and Elementary Education. 

It was during high school when our counselors first began the conversations about attending 
college. They talked in detail of scholarships and grants, and financial aid awards. Naturally, 1 
assumed everyone could attend college. It was not until I was accepted and learned the amount 
of financial aid I would be offered that I feared I could not afford to attend. After conversations 
with my financial aid counselor, and various chats with my parents regarding the necessity of a 
college degree, I made the decision to enroll with the assistance of student loans and pursue my 
dream of being a teacher. Unfortunately, the cost of attendance constantly increased while grant 
funds decreased. 

Upon graduation in 201 1, the Joy of completing the first portion of my Teacher Preparation 
program was overshadowed by the truth that 1 had borrowed well over $70,000 in student loans 
from various sources - Federal Subsidized, Unsubsidized, Perkins and personal loans. And still, I 
needed to complete another year of school, which was required to get my teaching certification. I 
was like many of the students I encountered as the Student Virginia Education Association 
President, facing the difficult decision of whether to continue my education and follow my 
dream of being a teacher, or seek immediate employment. 

I recall one student who, having borrowed the maximum amount of student loans allowed for 
one school year, was unable to fill the gap in his cost of attendance. He later withdrew from the 
university and never returned. Another student, who, ironically served as our chapter treasurer, 
also left school for financial reasons. A full-time student in the master’s program, she also had a 
job in sales, and was offered the position of store manager. Faced with the decision of incurring 
more student loan debt, she decided becoming a teacher was no longer the career path she could 
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follow. For me personally, when confronted with the decision to borrow another $20,000 dollars 
to complete my program, I decided it was best to postpone attendance. 

Immediately after commencement ceremonies, I drove to an interview for a preschool teaching 
job, got it, and began teaching the following Tuesday. I was excited to have a position, despite 
the low wage of $10 an hour, because unlike many of my colleagues, I was working in my 
desired field. I was the lead teacher in my own class. 1 was elated! That is until the loan 
statements started to come. 

Because I owed approximately $60,000 in federal loans at that time, and I was working full-time, 
I had to start paying them back. This proved problematic. They figured I’d be able to afford 
paying $600 a month. I was making $10 an hour and paying over $900 in rent and insurance, and 
other expenses. Fortunately, my parents were able to help some with the payments to keep the 
loan in good standing. 

This continued for a few more months until 1 lost my job. In 2012, 1 received notice that I had 
defaulted on the remainder of my federal loans, totaling approximately $58,000. A nice 
gentleman from the loan company called and requested the date by which I would be sending the 
$58,000 check or money order. After a laugh or two, he then said he would be happy to help set 
up a payment plan. He put in calculations and determined I would be able to pay $653 a month. 
At this time I was working as a pre-kindergarten teacher making $13 an hour and paying $783 in 
rent, with more for utilities and insurance bills. Again, simple math; the numbers did not add up. 

I worked as many as three jobs at once, just to make my monthly payments. 

Now, two years later, I was finally cleared to apply for financial aid and return to school to 
pursue my master’s. As you can imagine, the ordeal I went through with my student loans made 
this decision a weary one. So, the search for alternative programs began. 1 did not want to collect 
any more student loan debt. My goal is to become a classroom teacher, not a teacher with more 
loan debt than she makes in a year. 

This search led me to find the Denver Teacher Residency program. Through this program, which 
I will begin this year, I will become a highly qualified educator with a Master’s Degree. All fees 
associated with the cost of attendance will be repaid to me upon completion of the program, 
which includes four years teaching in Denver Public Schools. 

This program is promising, and it is an exciting time in my life. Yet almost $50,000 still awaits 
repayment. Student loan debt has been the driving force of my decisions for the last eight years 
of my life, and according to my current repayment plan, it is projected to be for the next 25 years 
of my life, well into the years for which I should be planning a retirement. It should not be that 
way. 
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Senators, you have the power to make sure it isn’t this way any longer. You can take actions to 
help make college more affordable, so all students have a fair shot at pursuing their dreams. 
“Degrees not debt” should be our collective goal. I urge you to help increase student aid, 
especially for those who need the most financial help. I urge you to help make student loans 
more affordable, including by allowing refinancing of those loans as legislation from Senator 
Warren would do. And I ask you to look for ways to make careers in public service, like 
teaching, more attainable by expanding loan forgiveness programs. 

Thank you, Chairwoman Murray and the members of this Committee for the opportunity to share 
my story today. 
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Chairman Murray. Thank you very much for coming and shar- 
ing that with us. 

Mr. Chopra? 

STATEMENT OF ROHIT CHOPRA, ASSISTANT DIRECTOR AND 

STUDENT LOAN OMBUDSMAN, CONSUMER FINANCIAL PRO- 
TECTION BUREAU 

Mr. Chopra. Chairman Murray, Senator Johnson, and members 
of the Committee, thank you for the opportunity to testify today 
about the potential impacts of student debt. 

You know, the financial crisis destroyed trillions in wealth for 
families preparing to send a child to college and contributed to 
large increases in student debt owed by Americans who have al- 
ready graduated. 

In addition to considering how to make college affordable for fu- 
ture students, we cannot ignore the impact of the $1.2 trillion al- 
ready owed by more than 40 million Americans. 

There has been growing consensus that today’s $1.2 trillion can 
have repercussions that threaten the broader economy. The Treas- 
ury Secretary remarked that student debt is “hampering our econ- 
omy across multiple sectors of society,” and the Federal Reserve 
identified student debt as a risk to aggregate household spending. 

Executives in the banking industry have also cautioned that the 
condition of the student loan market “is now having a significantly 
negative impact on students, the economy, and taxpayers.” 

According to a survey by the National Association of Realtors, 49 
percent of Americans cited student loan debt as a “huge obstacle 
to homeownership.” And the National Association of Home Builders 
noted that student debt can impair the ability for graduates to 
qualify for a mortgage. 

Higher debt burdens might not only delay household formation 
but also other large purchases. America’s largest auto maker has 
cited the overhang of student debt as a key factor explaining the 
low levels of car purchases by young people. 

Student debt can hamper entrepreneurship. Preliminary re- 
search on student debt and small business formation finds a nega- 
tive correlation between changes in student loan debt and forma- 
tion of certain small businesses. 

It may also have a longer-term effect on future retirement secu- 
rity. Young workers who save early for retirement can generate sig- 
nificant retirement assets over the course of their careers. But stu- 
dent debt may be stopping workers from even contributing at all. 

The same can be said about the impact on labor market out- 
comes. The American Medical Association noted that high debt bur- 
dens can impact the career choices of new physicians, leading some 
to abandon primary care altogether. Student debt can impact the 
availability of other professions critical to the likelihoods of farmers 
and ranchers in rural communities. For example, veterinary stu- 
dents are graduating with debt averaging over $150,000 per bor- 
rower, making it less likely they can make ends meet in a dairy 
medicine or livestock management practice. And the list goes on 
and on. 

There are several areas that warrant attention: servicing, loan 
restructuring and refinancing, and data availability. 
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First, to servicing. As the financial crisis unraveled, many Ameri- 
cans faced improper foreclosures due to mistakes from their mort- 
gage servicer. And I am concerned that inadequate servicing may 
he contributing to our growing student loan default problem, now 
topping 7 million Americans in default on over $100 billion in bal- 
ances. 

Last month, after referrals from the CFPB, regulators ordered 
Sallie Mae to pay nearly $100 million for violating multiple laws, 
including illegal treatment of servicemembers with student loans. 

Second, unlike other markets, refinance opportunities for student 
loan borrowers are few and far between. When mortgage borrowers 
see broader interest rates plummet, their own incomes rise, and 
their credit profiles improve, they try to refinance. Responsible stu- 
dent loan borrowers rarely have these options. 

Third is student loan market transparency which we must ad- 
dress. As Fed Chair Janet Yellen has noted, regulators “missed 
some of the important linkages whereby problems in mortgages 
would rebound through the financial system.” Currently, financial 
regulators and the public lack fundamental information on student 
loan origination and performance. Unsurprisingly, the drivers of 
prepayment, delinquency, and default in the student loan market 
are not well understood, and we must work to close the trans- 
parency gap. 

In conclusion, we must ask ourselves: How do we preserve the 
drive to succeed for so many who feel that the dream is just now 
out of reach? Ignoring the warning signs may prove to hold back 
not only the future growth and dynamism of our economy but also 
our entrepreneurial spirit. Addressing these concerns in the near 
term may pay dividends for many years to follow. 

Thank you again for inviting me to participate today, and I look 
forward to your questions. 

[The prepared statement of Mr. Chopra follows:] 
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Written Testimony of Rohit Chopra 
Assistant Director & Student Loan Ombudsman 
Consumer Financial Protection Bureau 
Before the 

United States Senate Committee on the Budget 
June 4, 2014 

Chairman Murray, Ranking Member Sessions, and Members of the Committee, thank 
you for the opportunity to testify today about the potential impact of student debt on the 
lives of American consumers and the broader economy. 

My name is Rohit Chopra, and I serve as an Assistant Director at the Consumer 
Financial Protection Bureau (Bureau), where 1 lead an office that focuses on issues 
facing students and young Americans. In 2011, 1 was also designated by the Secretary of 
the Treasury as the Student Loan Ombudsman within the Consumer Financial 
Protection Bureau, a new role established by Congress in the Dodd-Frank Wall Street 
Reform and Consumer Protection Act. 

Over the last decade, polic5nnakers have focused heavily on tiying to make college more 
affordable for students in years to come, which is an important goal. But the financial 
crisis, which destroyed trillions of dollars in home equity and savings for many families 
preparing to send a child to college, contributed to substantial increases in the amount 
of student debt owed by Americans who have since graduated from college. Therefore, it 
is important to focus on - and act to address - the impact of the $1.2 trillion in student 
debt already owed by more than 40 million Americans. 

Growing Consensus 

Two years ago, analysis by the Consumer Financial Protection Bureau uncovered that 
there was more than $1 trillion in outstanding student debt, and we raised the 
possibility that excessive student debt burdens may pose a problem for all of us.* Since 
that time, there has been growing consensus that today’s $1.2 trillion can have 
repercussions that threaten the economic security of young Americans and broader 
economic growth. 


‘ Consumer Financial Protection Bureau, Too Big to Pad: Student Debt Hits a Trillion, available at 
httD://www.cQnsumerfinance.eov/blog/toQ-big-to-fail-student-debt-hits-a-trillion fMarch 2012). 
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Secretary of the Treasury Jacob Lew remarked that student debt is “hampering our 
economy” across multiple sectors of society.^ The Federal Reserve’s Federal Open 
Market Committee, the central bank’s monetary policy rate-setting board, identified 
student debt as a risk to aggregate household spending in coming years.3 The Financial 
Stability Oversight Council, comprised of financial regulators and monitors from across 
the U.S. government, noted last month that “high student-debt burdens may dampen 
consumption and could impact household demand for housing purchases.”^ 

Senior executives in the banking industry have also cautioned that the condition of the 
student loan market “is now having a significantly negative impact on students, the 
economy, and taxpayers.”5 America’s largest automaker has cited the overhang of 
student debt as a key factor explaining the relatively low levels of car purchases by 
young people.® 

Student Debt Domino Effect 

Last year, the Bureau issued a public notice and held a hearing to gather input on the 
student debt domino effect, as well as potential jmlicy options to mitigate the damage. 
We received more than 28,000 responses from experts and individuals impacted by 
student debt.7 The responses from industry and consumers identified several potential 
areas of concern. 

Homeownership and Household Formation 

Respondents cited research that showed that three-quarters of the overall shortfall in 
household formation can be attributed to reductions among younger adults ages 18 to 


2 Remarks of S^retary Lew before the Financial literacy Education Commission, available at 
httD://www.treasurv.gov/presS"center/press--releases/Pages/il2iQi.aspx (October 2013). 

3 See Minutes of the F^ieral Reserve Board’s Federal Open Market Committee, available at 
http://www.federalreserve.gQv/mQneta rvoQlicv/fomcminutes20ir^o*^20.htm (March 2013). 

4 See Financial Stability Oversight Council, 2014 Annual Report, available at 

http://www.treasurv..gov/initiatives/fs!3c/DQCuments/ESQCg62.Q20l4962QAnnuaI962oReport.p df ( 2014 ). 
s S^, for example, Meeting minute of the Federal Advisoiy Council and the Federal Reserve Board of Governors, 

6 Remarks of Mustafa Mohatarem, Chief Economist of General Motors, to the Center for Automotive Research 
Management Briefing Seminars (August 2013). 

7 For the full docket of submissions from consumers, industry, and other organizations to this Request for 
information, see http://’www.regulatiQns.gov/#!docketDetail:D=CFPB-» 2 Qi' 3 -oooa. 
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34. the age group disproportionately impacted by student debt.® In 2011, two million 
more Americans in this age group lived with their parents, compared to 2007.9 

Professionals on the front line of the housing industry - from real estate agents to 
builders to mortgage bankers - have all described the challenges posed by student debt 
to homeownership. There appears to be a number of specific effects, including: down 
payment accumulation, mortgage qualification, and move-up purchases. 

According to a recent survey by the National Association of Realtors, 49 percent of 
Americans cited student loan debt as a “huge obstacle” to homeownership. '<> Realtors 
have noted that first-time homebuyers typically rely heavily on savings to fund down 
payments. When young workers are putting large portions of their income toward 
student loan payments, this can extend the time it takes to accumulate that first down 
payment. 

One borrower, Heather, told us she owes $115,000 in student loans from earning her 
degrees, half of which are private student loans. She loves her job as a nurse, but she 
also wrote, “I would also love to buy a new car and buy a home which I won't be able to 
do for a very long time.”" 

The chief executive of the Mortgage Bankers Association noted that student debt will 
“have an extraordinary dampening effect on young peoples’ ability to borrow for a home, 
and that’s going to impact the housing market and the economy at large.” The National 
Association of Home Builders wrote to the Bureau about the relatively low share of first- 
time homebuyers in the market compared to historical levels and that student debt can 
“impair the ability of recent college graduates to qualify for a loan.’’^^ 

Another borrower, Michelle, told us that she would be able to pay less per month if she 
bought a home rather than rented. But she was told her debt relative to her income 
meant that she could not qualify for a mortgage.'® 


® See http://www.regnlations.gov/#!documentDetail:D=CFPB-20is-oooA-7202 . 

’ U.S. Census Bureau, Income, Poverty and Health Insurance Coverage in the United States: 2012, P60-245, 
available at httt).s://w\vw ■eensiLs.gov/nrod/201spabs/D60-2as.ndf (September 2013). 

National Association of Realtors, Housing PULSE Survey 2013, available at 
Vwww.r 
(July 2013). 

” See http://www.reeulations.gov/#!documentDetail:P=CFPB-20is-oood-767o . 
*°See httD://www.regulations.gov/#!doeumentDetail:D=0FPR-20i2-0D0a-i0J2 . 

See httD://www.Tegnlation.s.gov/#!docump.ntr)etail:r)=.CFPB-20l7-ooo4-n2a6 . 
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With lower levels of first-time buyers in the market, this also poses problems for existing 
homeowners. William Dudley, President of the Federal Reserve Bank of New York, said 
recently that student debt’s impact on first-time homeownership “makes it more 
dilficult for existing homeovraers to sell and trade-up .”>4 

And the impact isn’t limited to those who want to buy a home. One realtor told us how 
she routinely checks credit reports for prospective renters. With student loans soaking 
up so much of their incomes, many applications end up being denied. With so many 
young Americans living with parents or roommates rather than forming their own 
households, this might have a material impact on purchases of other goods, like 
furniture and appliances. 

Small Business and Entrepreneurship 

Small business plays a critical role in creating opportunity and wealth in our economy. 
According to the Bureau of Labor Statistics, small businesses, defined as an independent 
entity having fewer than 500 employees, created two-thirds of net new jobs from the 
third quarter of 2009 through the third quarter of 2012. But student debt may be 
stymying the efforts of entrepreneurs to sustain and grow their businesses. 

One aspiring entrepreneur, Julie, wrote, “I am in the process of starting a business, but 
am unsure as to whether I can afford to because I have so much student loan debt.”*5 

In submissions to the Bureau by coalitions of small businesses and startups, groups 
cited a number of potential negative impacts of student debt on entrepreneurship, such 
as access to credit and willingness to take financial risks. There has been an increasing 
amount of evidence to support these hypotheses. 

Preliminary research on student debt and small business formation finds a “significant 
and economically meaningful negative correlation between changes in student loan debt 
and net business formation” for small businesses employing 1-4 employees.*^ Unlike 
larger firms with more seamless access to capital markets, small businesses often rely 
heavily on the owner’s personal access to credit used primarily for business purposes. 

’4 Remarks of William Dudley, President of the Federal Reserve Bank of New York, to the New York Association of 
Business Economics, available at http://www.newvorkfed.org/newsevents/sDeeches/2oi<i/dudi.ioq2o.html (May 

2014). 

^ See httD://www.re£ulations.gov/#!documentDetail:D=CFPB-20LVOood‘Q8QQ . 

Ambrose, Cordell, and Ma, The Impact of Student Loan Debt on Small Business Formation, available at 
httD://papers.ssrn.com/sQl‘^/Dapers.cfm?abstract id:= 24 i 7676 (March 2014). 
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Longitudinal surveys of small businesses illustrate the outsized role that personal credit 
cards and personal bank loans play in financing the enterprise’s growth and survival. In 
early years, surviving small businesses rapidly increase their employment, while also 
heavily utilizing these forms of financing. One of the top reasons for denial of credit to 
small businesses is attributed to the owner’s personal credit profile. 

In roundtable discussions with entrepreneurs, founders describe that their student debt 
forces them to take cash out of the business to make their payments, making it tougher 
to “bootstrap.” Those early revenues could otherwise be reinvested to hire employees or 
to expand their product offerings. Others have told the Bureau that prospective 
investors are concerned when founders have heavy student debt burdens, since the 
entrepreneur may be unable to maintain an extended period of negative cash flow or 
may be tempted to leave for a higher salary at a larger firm. 

Retirement Security and Asset Accumulation 

The impact of heavy student debt burdens may also have a longer-term effect on the 
ability of households to save and accumulate wealth for retirement. One borrower, 
Kristi, was quite straightforward when telling us about saving for retirement, “Don't 
make me laugh! We can't save for retirement because we need all of our money for these 
loans.”'® 


Tabulations of the 2010 Survey of Consumer Finances reveals a large lag in net worth 
for younger households with student debt. Households headed by a younger college- 
educated adult had a net worth of just $8,700 - approximately 85% less than equivalent 
households without student debt, despite nearly identical household income between 
debtors and non-debtors. The difference is even more dramatic for student debtors who 
did not complete a bachelor’s degree. 

Student debt can also have more long-term impacts on an individual’s financial security. 
Due to the shift away from defined benefit plans and toward 40l(k)s, IRAs and other 
defined contribution plans, ensuring a secure retirement will be largely self-directed for 
most young workers. Young workers who are able to make early, sizable contributions to 
these plans can generate significant retirement assets over the course of their careers. 

‘7 See microJata from the Ewing Marion Kauffman Foundation. 

See httD://www.regulations.gov/#!documentDetail:D=CFPB-20i^-QQOd-727'; . 

^9 See an analysis by Pew Research, available at http;//www.pewsocialtrends.org/20i4/o»^/i4./voung-adults-student- 
debt-and-economic-well-being (May 2014 ). 
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But student debt may be impeding workers from making sizable contributions - or even 
contributing at all. 

Recent analysis by the largest provider of employer-based defined contribution plans 
indicates that 43 percent of young workers participate in their employers’ plans, 
compared to approximately 70 percent of workers ages 35 to 64. For the greater than 
two-thirds of employers that do not feature automatic enrollment, participation in these 
plans by young workers drops to just 23 percent.^® 

And according to two industry analyses, 43 percent of young workers do not save 
enough to receive a full employer match^’ and are more likely to cash out their plans 
when changing jobs. 

If student debt acts as a headwind to young worker participation in retirement plans, 
the opportunity for wealth accumulation diminishes significantly. One recent estimate 
considered the impact of an average level of student loan debt for a college-educated 
household compared to a similarly situated debt-free household. The analysis found 
that student debt could crowd out more than $200,000 in net assets over a borrower’s 
working life, including a loss of nearly $135,000 in net retirement savings .^3 

The impact on retirement security is not limited to younger workers - many older 
households are forced to reevaluate their retirement plans in light of debt used to 
finance the education of a child or grandchild. AARP wrote to the Bureau about the 
impact of student debt on families headed by households over the age of 50, noting that 
“increasing debt threatens their ability to save for retirement or accumulate other assets, 
and may end up requiring them to delay retirement.” =4 


Vanguard, How America Saves 2013: A report on 2012 defined contribution plan data, available at 
httDs://pressroQm.vanguard.com/nQnindexed/20i: ^.o6.o.‘^ Ho w America Saves 2or^.pdf (June 2013). 

Hewitt, Aon, Navigating the Path to Retirement: 2011 Universe Benchmarks Highlights, available at 
httD://www.aon.com/attachments/thought-leadership/survev 20iiuniverse benchmarks es.odf (2011). 

22 Northern Trust, Line of Sight: The Path Forward - Engaging the Younger Employee in DC Plan Participation, 

(October 2011). 

23 Hiltonsmith, Robert, At What Cost? How Student Debt Reduces Lifetime Wealth, available at 
httD://w’ww.demQs.org/sites/defauIt/files/imce/AtWhatCostFinal.Ddf (August 2013). 

24 Seel: 
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Health Care, Education and Rural America 

The impact of student debt might also skew labor market outcomes. Notably, heavy debt 
burdens exacerbate the challenges that many communities face when seeking to attract 
and retain health care professionals and teachers. These problems may be felt even 
more acutely in rural America. 

The American Medical Association noted that high debt burdens can impact the career 
choices of new doctors, leading some to abandon caring for the elderly or children for 
more lucrative specialties.^s New research validates these concerns — the share of new 
medical school graduates pursuing primary care specialties has declined steadily since 
2009 and student debt has been found to have been a statistically significant deterrent 
on the selection of primary care practice by some medical students.^* 

The impact of rising student debt on graduates’ ability to practice in primary care is not 
limited to physicians. Tara, a nurse working in primary care at a community health 
clinic told us she “could not in good conscience recommend primary care as a career 
choice for others” due to her student debt burden. 27 

Many graduates pursuing careers in many public service professions share the same 
concerns. One borrower told us how she was unable to find a repayment plan that made 
her debt manageable and ultimately chose to abandon her career as a teacher in order to 
pursue more lucrative work in the private sector, Recent research has shown that for 
every $10,000 in additional student debt, young graduates are 696 less likely to pursue a 
career in public service, especially careers as teachers.^? 

Classroom teachers submitted letters detailing the impact of private student loan debt, 
for which forgiveness programs or income-based repayment options are usually not 


26 Elliott, Joy, Who Choices to be a Family Physkian?, available at 
http://ofpiournal.com/index.p h p/o^/article/view/»^ r20i4): See also, Phillips, JP et al. Medical student debt and 
primary care specialty intentions, available at https://ww'w.stfm.org/ftnhub/fa20io/October/Julie6i6.pdf (October 

2Oi0). 

27 See http-.//'wv,'w.regulations.^ov/#!documentDetail:D-CFPB-20ivooo4-o8o8 . 

See httD://ww^.regulatiQns.gov/#ldocumentDetail:D-CFyB-20i2-ooo4-o8i.2 . 

29 Rothstein, Jesse, and Cecilia Elena Rouse, Constrained after college: Student loans and early-career occupational 
choices, Journal of Public Economics, 95(1), 149-163 (2011). 
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offered. One school district official wrote to the Bureau noting that programs to make 
student debt more manageable could lead to higher retention of quality teachers.ao 

These trends may pose additional challenges to rural communities, where young 
graduates with already-strained household balance sheets may have limited access to 
affordable rental housing and may discover that car ownership is a prerequisite for 
employment. With many rural medical professionals operating in solo practices, high 
debt levels might reduce availability to secure initial financing. 

Student debt can also impact the availability of other professions critical to the 
livelihoods of farmers and ranchers in rural communities. According to an annual 
survey conducted by the American Veterinary Medical Association, 89 percent of 
veterinary students are graduating with debt, averaging $151,672 per borrower.s’ 
Veterinarians encumbered with high debt burdens may be unable to make ends meet in 
a dairy medicine or livestock management practice in remote areas. 

Accountability for Student Loan Servicers 

Loan servicers are the primary point of contact on student loans for more than 40 
million Americans. High-quality servicing can contribute to an individual borrower’s 
ability to successfully repay their debt, especially through enrollment into affordable 
repayment plans. 

As the recession decimated the job market for young graduates, a growing share of 
student loan borrowers reached out to their servicers for help. But the problems they 
have encountered bear an uncanny resemblance to the problems faced by struggling 
homeovmers when dealing with their mortgage servicers. Like many of the improper 
and unnecessary foreclosures experienced by many homeowners, I am concerned that 
inadequate servicing has contributed to America’s growing student loan default 
problem, now topping 7 million Americans in default on over $100 billion in balances. 

The Bureau has received thousands of complaints from borrowers describing the 
difficulties they face with their student loan servicers. Borrowers have told the Bureau 
about a range of problems, from payment processing errors to servicing transfer 


3" See littD://www.regulations.gov/#!docmnentDetail:D-CFPB-20is-0004-oo^8 . 

American Veterinary Medical Association, AVMA Collections: Senior Surveys, available at 
https: //WWW ■avma.org/new.s/iournaLs/collections/Dages/a\Tna-collection.s-'Senior-.survevs.asnx fOctober 2012). 
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surprises to loan modification challenges. To ensure that we do not see a repeat of the 
breakdowns and chaos in the mortgage servicing market, it will be critical to ensure that 
student loan servicers are providing adequate customer service and following the law. 

Canary in the Coal Mine 

In the mortgage market, a particularly disconcerting occurrence involved the 
foreclosures faced by active-duty servicemembers, despite prohibitions under the 
Servicemembers Civil Relief Act (SCRA). Like in the mortgage market, the treatment of 
servicemembers by student loan servicers has been quite troubling. Rather than 
receiving clear and accurate information, many military families have found themselves 
buried in and blindfolded by red tape from their student loan servicers. 

My colleague Holly Petraeus, who leads the Bureau’s Office of Servicemember Affairs, 
and I also published a report describing the obstacles military families face when 
attempting to access their student loan repayment benefits provided by applicable 
laws .32 For example, men and women in uniform are entitled to a 6 percent rate cap on 
their student loans incurred prior to entering active-duty status, as provided for by the 
SCRA. Unfortunately, some servicers have placed inappropriate requirements on 
servicemembers seeking the rate cap. 

For example, one servicemember who filed a complaint with the Bureau saw his request 
to his servicer rejected multiple times because his military orders did not include an end 
date. This is neither a requirement of the SCRA, nor feasible for many military 
commissioned officers to obtain, as their orders usually do not delineate an end date. 
Another servicemember with multiple loans sought to reduce the rate on his highest- 
rate loans, but, simultaneously, the servicer proceeded to raise the rate on the loans that 
were below 6 percent. 

Improper and potentially unlawful servicing errors can cause harm to servicemembers. 
Admittedly, military families are a small segment of the population. But if a servicer is 
unable to provide adequate service to those who have special protections under the law, 
it raises questions about whether it is agile enough to deal with the complexities of the 
larger population of borrowers facing hardship. 


32 Consumer Financial Protection Bureau, The Next Front? Student lAXin Servicing and the Cost to Our Men and 
Women in Uniform, available at 1 

and-the-cost-to-our-men-and-women-in-uniform (October 2012). 
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Strengthening Student Loan Servicing 

Unlike most markets for consumer products and services, student loan borrowers 
generally don’t get to choose their student loan servicer. And with few opportunities to 
refinance with a new provider, a consumer cannot easily take his or her business 
elsewhere. Ordinary market forces won’t guarantee reasonable customer service, while 
potentially magnifying incentives to cut corners. 

The past decade offers a useful case study about the potential impact of conflicting 
incentives. In 2004 , the Department of the Treasury finalized the privatization of the 
Student Loan Marketing Association, a government-sponsored enterprise (GSE) better 
known as Sallie Mae. This year, SLM Corp., the GSE’s successor company, ceased 
operating in its current form.33 

During the ten years the successor corporation operated, it generated substantial 
revenue through government contracts for student loan servicing and debt collection. 
The company also benefitted from several government-supported emergency programs 
as problems in the capital markets emerged. 34 Despite these benefits received from the 
public, the corporation was found to be violating the law on multiple occasions by state 
authorities, 35 banking regulators, 3* and federal auditors.37 

And just last month, after referrals from the Consumer Financial Protection Bureau, the 
Department of Justice and the FDIC ordered Sallie Mae and Navient to pay nearly $100 


33 Recently, the successor corporation to the GSE undertook a major corporate restructuring, separating into multiple 
companies. 

34 For example, accoiding to SLM Corp.’s SEC filings, the company recorded gains of $284 million in 2009 and $321 
million in 2010 on sales of government-guaranteed loans to the Department of Education as part of the ECASLA 
program. The company also benefitted from the Term Asset-Backed Securities Loan Facility (TALF)- 

35 For example, the Attorney General of New York found that Sallie Mae provided gifts, entertainment, and cash 
payments to colleges and financial aid officials. The company agreed to a strict code of conduct as part of a settlement. 
See Attorney General of the State of New York, Matter of SLM Corporation, Assurance of Discontinuance, available at 
httD://www.aR.nv.gov/sites7default/filesyDre^-releases/arcfaived/SLM%2oCorporation?^2QAssurance.pdf (April 

2007) . 

36 In 2008, just three years after the succ^or corporation chartered Sallie Mae Bank, the Federal Deposit Insurance 
Corporation (FDIC) and the Utah Department of Financial Institutions found that the company was operating in 
violation of provisions of the Federal Trade Commission Act, which bans unfair and deceptive practices, as well as the 
Equal Credit Opportunity Act, which restricts discriminatory lending practices. See Federal Deposit Insurance 
Corporation and Utah Department of Financial Services, Matter of Sallie Mae Bank, Order to Cease and Decist, 
Docket FDIC-o8-o86b, a 

2008) . 


37 In 2009, an audit by the Department of Education’s Inspector General found that the successor corporation’s 
noncompliance led to overbiliing the federal government by more than $22 million. See Office of Insp«:tor General, 
U.S. Department of Education, Special Allowance Payments to Sallie Mae’s Subsidmry, Nellie Mae, for Loans 
Funded by Tax-Exempt Obligations: Final Audit Report, available at 

http://www2.ed.gQv/ab0ut/0ffices/list/0ig/aaditrep0rts/fv200Q/a02i0QQ6.pdf (August 2009). 
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million in restitution and penalties for violating multiple laws. Regulators determinedss 
that the companies were: 

• Unfairly conditioning receipt of benefits under the SCRA upon requirements not 
found in the law 

• Improperly advising servicemembers that they must be deployed to receive 
benefits under the SCRA 

• Failing to provide complete SCRA relief to servicemembers after having been put 
on notice of these borrowers' active duty status 

• Inadequately disclosing its payment allocation methodologies to borrowers while 
allocating borrowers' payments across multiple loans in a manner that maximizes 
late fees 

• Misrepresenting and inadequately disclosing in its billing statements how 
borrowers could avoid late fees 

The FDIC also noted in the consent order that there were violations of additional 
consumer protection laws, including the Equal Credit Opportunity Act and the 
Electronic Fund Transfer Act.39 

While the post-GSE corporation no longer operates in the form it took immediately 
post-privatization, the challenges it experienced offer a reminder that regulators must 
be vigilant to protect consumers, since ordinary market forces in the student loan 
market may not fully align incentives among all market participants. 

The Bureau recently finalized a rule that will allow the agency to supervise larger 
nonbank student loan servicers, closing a significant gap in oversight for compliance 
with federal consumer financial laws. 

In a recent report analyzing student loan complaints related to payment processing and 
servicing transfers, I recommended that Congress consider the applicability of recent 


38 See, Federal Deposit Insurance Corporation, FDIC Announces Settlement with Sallie Mae for Unfair and 
Deceptive Practices and Violations of the Servicemembers Civil Relief Act, available at 
htt p://www.fdlc4Qv/news/news/press/20X4/pn4Q3:^.html( Mav 2014). 

39 Federal Deposit Insurance Corporation, In the Matter of Sallie Mae Bank, Consent Order, Order for Restitution, 
and Order to Pay Civil Money Penalty, available at 

httDs://wwwq.fdic.gQv/EDOBlob/Mediator.aspx?UniqueID=qoo7eob<i-Qiia-4*^t^c-Qaoa-Qdo84ecqfe:^f (Mav 2014). 
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reforms to the credit card and mortgage servicing markets to determine whether they 
might help the student loan servicing market function more efficiently. 't® 

For example, many consumers who wish to pay down their loans more quickly find that 
student loan servicers allocate payments in ways that might increase the amount of total 
interest they will pay, slowing them down on the path to be debt-free. For credit card 
borrowers with balances at multiple rates, generally, prepayments are allocated to 
balances at the highest interest rate, facilitating faster repayment of debt with minimal 
bureaucratic burden. 

Refinance and Restructure 

For borrowers who graduated into a difficult labor market, high student debt burdens 
have added insult to injury. Borrowers and industry observers have repeatedly noted 
that, unlike other markets, refinance opportunities are few and far between. In a report 
published last May, we discussed ways to jumpstart a student loan refinance market and 
spur loan restructuring. 4 i 

Among borrowers who have dutifully managed their monthly payments on high-interest 
student loans, many told us that they would like an opportunity to refinance. When 
mortgage borrowers see rates plummet, their incomes rise, or their credit profiles 
Improve, they try to refinance. Responsible student loan borrowers rarely have these 
options. Fortunately, since our May 2013 report, we have seen some market participants 
expand their offerings to borrowers, offering them lower rates that can lead to 
substantial savings over the life of the loan. 42 

While the vast majority of outstanding student loan debt is guaranteed or directly lent 
by the federal government, solutions to promote affordability of student loans must 
consider the role of private student loans. High-debt borrowers graduating amidst the 
financial crisis disproportionately used private student loans. According to an analysis 


40 Consumer Financial Protection Bureau, Annual Report of the CFPB Student Loan Ombudsman, available at 
httD://files.consumerj5nance.gov/f/2Qi‘^io ctpb student-loan-ombudsman-annual-report.pdf fOetober 2013). 

4» Consumer Financial Protection Bureau, Student Loan Ajfordahility , available at 
http://files.consumerfinance.gQv/f/2Qi-^o«^ cfpb rfi-report studenMoans.pdf (May 2013). 

42 Some existing lenders are concerned about the impact of more competition, which could lower prices and reduce 
the net interest margins on their portfolios. Investors have also noted that additional refinancing activity would 
increase conditional prepayment rates, reducing returns to holders of the riskiest tranches of securitized asset-backed 
securitizations. 
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of borrowers graduating from a four-year college in 2008 with more than $40,000 in 
debt, 81% used private student loans.-ts 

Unlike federal student loans, which include a range of loan modification options to keep 
payments affordable, private student loan borrowers rarely have these options. The 
report describes ways to create a uniform framework for borrowers to restructure their 
private student loans so loan restructuring activity can be dramatically increased, while 
simultaneously reducing borrower distress. 

BlackRock, one of the world’s largest asset managers, noted that “initiatives targeted at 
young workers with high levels of student indebtedness, perhaps surprisingly to some, 
have an outsize impact in supporting the housing recovery and financial markets."44 
More robust refinancing and loan restructuring that reduces the burden of student debt 
can benefit borrowers, market participants, and the economy more broadly. 

Demystify with Data and Transparency 

Federal Reserve Chair Janet Yellen once noted that, prior to the crisis, financial 
regulators “missed some of the important linkages whereby problems in mortgages 
would rebound through the financial system.’’« The opacity and our collective lack of 
understanding of the mortgage market had serious consequences for the economy. 

While there have been major strides to better assemble mortgage data, the opacity of the 
student loan market remains deeply problematic, adding further uncertainty over the 
potential spillovers into the rest of the economy. I am quite concerned that financial 
regulators and the public lack access to basic, fundamental data on student loan 
origination and performance. Without these data, we will be challenged to understand 
the complete set of risks posed by student debt burdens. 

Most loan-level mortgage origination data is currently subject to public disclosure, 
stripped of borrower-identifiable information, under the Home Mortgage Disclosure 
Act . 46 Data from housing GSEs and mortgage-backed securities filings shed significant 

43 Project on Student Debt, High Hopes, Big Debts, available at 
http.7/www.ticas.org/files/Dub/High Hones Big Debts 20o8.pdf (Mav 2010). 

44 Rieder, Rick, "Student Loan Debt and Its Effort on the Housing Market Recovery,” Institutional Investor (May 
2014). 

45 Testimony of Janet Yellen before the Senate Committee on Banking, Housing, and Urban Affaire (November 2013). 
4<’ The CFPB developed and maintains a web tool to allow the public to access and analyze mortgage origination data 
released pursuant to HMDA. See Consumer Financial Protection Bureau, The Home Mortgage Disclosure Act, 
av'ailable at http://www.consumerfinance.gov/hmda . 
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light on loan-level performance. The Office of the Comptroller of the Currency regularly 
publishes a mortgage metrics report, detailing loan modification performance and other 
key servicing data. 47 

The Federal Financial Institutions Examination Council collects reports from insured 
depository institutions on balance sheet holdings, but student loans are aggregated with 
many other types of non-mortgage credit products. SEC filings from large financial 
institutions rarely report key data on student loans. Student loan ABS filings and 
servicer performance reports are much less granular than similar mortgage reports. 
Unsurprisingly, the drivers of prepayment, delinquency, and default in the student loan 
market are not well understood by investors and financial analysts. Questionable 
accuracy of student loan credit reporting data adds further uncertainty. 

We must also seek to better understand how student debt is distributed among various 
segments of the population. The American Association of University Women, citing its 
2012 analysis of borrower debt burden, noted that a much higher portion of female 
college graduates are shouldering heavy debt burdens relative to their income, 
compared to similarly-situated males.-*® 

According to the College Board, « black students graduating from college in 2008 at the 
onset of the financial crisis were more likely to have higher levels of debt than other 
students. Black students were more likely to use private student loans. 5 ° In addition, an 
analysis of the Current Population Survey from the Center for Economic and Policy 
Research reveals that unemployment for black recent college graduates was more than 
double that of the entire population of recent college graduates in 2013. Even black 
recent college graduates in science, technology, engineering, and mathematics (STEM) 
fields experienced higher than average unemployment. Differences in 
underemployment rates also showed similar trends. s* Understanding both loan usage 


47 See, for example, Office of the Comptroller of the Currency, Mortgage Metrics Report for 2013 Q4, available at 
http://ww.QCC^/mibiicatiQns/DabUcatiQns-bv-tYi>e/Qther-DUbIications-reports/mQrtgage-metrics- 
2LQLq/mQrtgage--metri<s-q.4-2on.pdf (March 2014). 

See http://www.regulations.gov/#ldocumentDetail:D=CFPB-2QM-QQ04-842«:; . 

49 See College Board Advocacy and Policy Center, Who Borrows Most? Bachelor's Degree Recipients with High 
Levels of Student Debt, available at http; / /advocacv.co!legeboard.org/sites/default /files/Trends-Who-Borrows-Most- 
Brief.pdf fApril 2010). 

50 See Consumer Financial Protection Bureau and U.S. Department of Education, Private Student Loans, available at 
http;//www.cQnsumerfinance.gov/reports/Drivate*student-loans-reDort (July 2012). 

5' Jones, J. and Schmitt, J., A College Degree is No Guarantee, Center for Economic and Policy Research, available at 
htt p://www.cepr.net/documents /black-coll-grads-20iii-o.t^.pdf (May 2014). 
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and employment patterns can help determine borrower populations where distress may 
be more acute. 

The Bureau is coordinating with other regulators on potential ways to enhance the 
quality of publicly-reported data. Over the longer term, we must aim to reduce the 
transparency gap between the mortgage and student loan markets. This can lead to 
more efficient market monitoring and shed light on the linkages between student 
indebtedness and other sectors of the economy. Better data and transparency will help 
us to better understand the demographics and professions where borrowers may be 
experiencing distress, as well as whether lenders and servicers are fairly serving their 
customers. 

Preserving the Dream 

Our country was built on the promise that if each of us played our part, contributed our 
labor, our enterprise and our knowledge, the only limit to our success was our own work 
ethic. College has served as a gateway to opportunity for millions to dimb the ladder and 
achieve their dreams. And the individual rewards of our hard work - owning a car, 
buying our first home, and securing a comfortable retirement - continue to define the 
American dream. 

But in the aftermath of the Great Recession, behind all of the facts and statistics, is a 
much broader question - how do we preserve the drive to succeed for so many who feel 
that the dream is now out of reach? 

For borrowers like Andrea, student debt is a direct threat. She writes, “How can 
someone even dream of taking out a mortgage to purchase a home when she is 
struggling to pay back student debt? How can a person think of starting a family if he 
already owes so much money? How can a potential entrepreneur take the risk to start 
her dream business when she knows that failure will not only mean losing that 
investment, but everything else as well? We go to college to open doors, to pursue what 
we truly want out of a fulfilling life. Massive student debt debilitates this mission.”s2 


See httD://www.reeulations.gov/#!docuinentDetail:D=CFPB-2013-0004 . 
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Ignoring the warning signs may prove to hold back not only the future growth and 
dynamism of our economy, but also our spirits. Addressing these concerns in the near- 
term may pay dividends for many years to follow. 

Thank you again for inviting me to participate in today’s hearing, and I look forward to 
discussing potential solutions to help borrowers climb the economic ladder and stop the 
student debt domino effect. 
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Chairman Murray. Thank you very much. 

Dr. Vedder? 

STATEMENT OF RICHARD K. VEDDER, PH.D., DISTINGUISHED 

PROFESSOR EMERITUS OF ECONOMICS, AND FACULTY AS- 
SOCIATION, CONTEMPORARY HISTORY INSTITUTE, OHIO 

UNIVERSITY, AND DIRECTOR, CENTER FOR COLLEGE AF- 
FORDABILITY AND PRODUCTIVITY 

Mr. Vedder. Thank you, Senator Murray, Senator Johnson, and 
other members of the Budget Committee. I wish to make three 
points. 

First, the current student loan debt crisis would never have hap- 
pened had college costs increased at the general rate of inflation. 
The primary cause of the student debt problem is increased univer- 
sity fees. You must deal with the root cause of this, namely, run- 
away college cost inflation. 

Second, there are many reasons for this university price infla- 
tion, several of which I mention in my written statement. But one 
that is relevant here is that rising tuition fees are partially caused 
by Federal student flnancial assistance programs themselves. The 
programs themselves are part of the problem. Any significant suc- 
cessful solution to the problem of rising college costs will work only 
if you radically change the nature and magnitude of Federal fi- 
nance. 

Third, we are at or near a tipping point, where fundamental 
change will come to higher education. These changes are starting 
to happen. I believe many policy proposals gaining prominence 
these days do not fundamentally address the broader problems 
and, indeed, would likely worsen rather than improve the situation. 

Now, Table 1 looks at the inflation-adjusted increases in tuition 
fees for various years over the last 75 years, along the lines of Sen- 
ator Johnson’s earlier comments. We see that for the first half of 
that period, tuition fees tended to rise about 1 percent more than 
the overall inflation rate; but since 1978, inflation-adjusted tuition 
growth has about tripled to well over 3 percent a year. 

If college tuition inflation since 1978 were what it had been be- 
fore that day, say 1 percent a year, tuition levels today would be 
almost 60 percent lower than they actually are. Public 4-year uni- 
versity tuition levels would be in the $3,000 to $5,000 range in- 
stead of $7,000 to $12,000. Student loan volume would be dramati- 
cally less. 

It is a bigger burden, for example, for a citizen of Indiana to send 
their child to Purdue University today than at the end of the Great 
Depression. Even room and board charges far outdistance food and 
housing inflation rates. Solve the tuition fee problem, you will dra- 
matically reduce the student loan debt crisis. 

Now, there are many explanations for rising tuition fees, and 
three are discussed in my written testimony, but the most relevant 
here is the explosive growth in Federal student financial aid, and 
this has contributed importantly to rising tuition fees. There will 
be no permanent solution to the debt crisis without reining in Fed- 
eral programs. 

There are many ways to downsize these programs to make them 
more progressive, which liberal Democrats should like, but also 
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smaller and cheaper, which Republicans should like. Existing pro- 
grams have failed miserably in providing greater access for lower- 
income Americans. The proportion of recent college graduates com- 
ing from the lowest quartile of the income distribution is smaller 
than it was in 1970 — before Pell grants or huge student loan pro- 
grams. Rising income inequality has been associated with more 
Federal student financial aid assistance, and I do not think that is 
coincidental. 

In my written testimony, I show concerns about several adminis- 
tration initiatives, including the college rating system and gainful 
employment regulations. But I want to briefly comment on the pro- 
posal of Senator Warren to lower interest rates on loans to past 
borrowers. I think this is a bad idea, for several reasons, beginning 
with the fact that it does utterly nothing to address college tuition 
inflation. Conscientious payers of debt obligations end up getting 
punished relative to non-payers who get lower interest rates. A bad 
message. It will also add tens of billions of dollars to the deficit and 
national debt. There are other objections as well. 

We may be, as Senator Johnson hinted, overinvesting in some 
ways in higher education. The advantages of getting a degree are 
actually starting to decline, not increase, particularly for young 
graduates. We need to reduce our aid programs, probably doing 
away with tuition tax credits and PLUS loans and constraining 
other grants. 

There are no painless solutions, but merely doing more of the 
same, lower interest rates, more loans, will worsen this situation 
and probably enhance, not reduce, income inequality in America. 

Thank you very much. 

[The prepared statement of Mr. Vedder follows:] 
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TESTIMONY OF RICHARD K. VEDDER 

DIRECTOR, CENTER FOR COLLEGE AFFORDABILITY AND PRODUTIVITY 
BEFORE THE COMMITTEE ON THE BUDGET 
UNITED STATES SENATE 
JUNE 4, 2014 

CAN COLLEGE BE MADE MORE AFFORDABLE? IT’S 
ABOUT MORE THAN STUDENT LOANS 


Senator Murray, Senator Sessions, and members of the Budget Committee: 

I am Richard Vedder. 1 direct the Center for College Affordability and Productivity, a 
Washington-based research organization, and am also an economics professor at Ohio University 
and an Adjunct Scholar at the American Enterprise Institute. 

I wish to make three key points this morning. First, the current student loan debt crisis 
would never have happened had college costs increased at the general rate of inflation. The 
major cause of the student debt problem is increased university fees -period. To deal long term 
with this issue, you must address the root cause, namely runaway college cost inflation. 

Second, there are many reasons for this university price inflation, some of which are 
mentioned in this written statement that 1 submit for the record. But one relevant major 
contributor to the rise in tuition fees, in my judgment, is the federal student financial assistance 
program itself. No significant successful solution to the problem of rising college costs can occur 
wifliout rethinking the magnitude and nature of the federal financing role. 

Third, we are at or near a tipping point, where fundamental change will come to higher 
education. Early indications are that these changes are starting to happen. 1 will elaborate a bit on 
this. 1 will argue that many policy proposals gaining prominence these days do not 
fundamentally address the problems leading to big changes, and, indeed, they would likely 
worsen rather than improve the existing situation. 

First: Runaway College Tuition Inflation 

Table 1 looks at the inflation-adjusted increases in tuition fees over the past 75 years. The data 
prior to 1978 are less solid than the post-1978 numbers, being based just on public institutions; 
1978 is the year the Bureau of Labor Statistics began calculating a tuition price index. Note that 
changes in real tuition fees have accelerated over time. In the period before 1978, fees tended to 
rise roughly one percent faster annually than the overall rate of inflation; since 1978, the 
increases have accelerated a great deal, to the 3 to 4 percent range. There are some technical 
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issues related to the calculation of fee increases, but under almost any scenario the cost of going 
to college is rising faster in the last generation -and from a higher base -than in the previous two 
generations. 


Table 1; Changes in 

Real (Inflation Adjusted) Tuition Fees at American Universities, 1939 to 2014 


1 Annual Percent Change in Tuition 

i Federal Student Financial Aid 

Time Period 

1 Fees 


■ Presence? 

1939-1964 


1.26K 

Zero to Moderate 

1961 19/8 


0.43 

Moderate 




FaMyLeiie 

1990 2002 


3 7] 

Large 

2002-2014 


3 80 

Very Large 


Sources: Bureau of Labor Statistics; Purdue University, National Center for Education 
Statistics, author’s calculations; data before 1978 are based on data for public institutions. 


Suppose tuition fees since 1978 had risen by one percent percent a year in inflation 
adjusted terms — roughly the average growth in the period 1939 to 1978. Today, fees would 
average about 59 percent lower than they actually are. The state university with a $10,000 in- 
state tuition charge would be charging a bit over $4,000 a year. Student debt loads would be a 
very small fraction of what they actually are — probably less than one-third on average compared 
with current debt levels. Indeed, I suspect the proportion of students graduating from college 
debt free would be dramatically greater than it actually is. As a consequence, the national uproar 
over rising college tuition fees would be nonexistent or dramatically less. At the most elite 
private schools, posted tuition fees, now over $50,000 a year, would have been around $20,000 if 
tuition fees had risen like they did in the 1939-78 period, and at more typical private schools, the 
tuition fee would be perhaps $15,000 instead of $35,000. 

In Figure 1, 1 look at the ratio of in-state tuition charges at one of the primary public 
institutions in Indiana, Purdue University, to Indiana’s per capita income, for various dates over 
time. Note that in 1 939, at the end of the Great Depression, it took about 22 percent of income 
per person to pay the Purdue tuition. With economic growth and only modest tuition inflation, 
the burden of attending Purdue fell markedly, to about 12 percent of income by the early 1 960s. 
Since then, the acceleration of tuition fee increases meant an end to further declines in the 
burden; it was also about 12 percent in 1990, but has risen by startling amounts in recent years. 
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to 20 percent by 2005 and to about 26 percent by 2012. Attending Purdue has become a greater 
burden than it was over seven decades earlier in the Great Depression. Purdue is not an atypical 
institution. 



Source: Purdue University, Bureau of Economic Analysis, Author's Calculations 


Some writers note a distinction between a rise in tuition prices to students and a rise in 
the total cost of higher education to society. In the past decade, for example, tuition prices paid 
by students have risen far more than the increase in total higher education costs per student. 
Others note that because of tuition fee discounts, the true increase in college prices even to 
students is often less than portrayed by official statistics. While both of these claims have some 
validity, the reality is, however measured, the cost or price of higher education is far higher 
today than it was a generation or two ago. 

Interestingly, even college room and board fees have risen faster than inflation in food or 
housing prices, as Figure 2 shows. This suggests one or more of three things: the quality of 
college housing and food is improving relative to that for the general population, colleges are 
inefficient in providing housing and food services, or they are using their monopoly position 
over students to extort profits from them to fund university programs, meaning they are 
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effectively understating the true extent tuition fees (cost of the instructional services) have 
increased over time. 


Figure 2: Percent Growth in Costs 1982-2013* 

350% 

300% 

250% 

200 % 

150% 

100 % 

Private Room and Public Room and CPI TOTAL CPI Housing CPI Restaurant 

Board Board 

♦Fiscal year 1982 to 2013, academic years 1982-83 to 2012-13 


Sources: Trends in Higher Education, The College Board; and the Federal Reserve Bank of St. 
Louis 

Second, Why Have Tuition Fees Risen So Much? 

A number of scholars, including myself, have written longish books on the reasons tuition fees 
have risen so much, so today’s discussion must merely abridge more complicated and nuanced 
analysis of that issue. Let me discuss three commonly mentioned explanations of rising tuition 
fees. One view is that of Professor William Baumol and others who have noted that higher 
education is a service industry, and that teaching is inherently a labor-intensive activity where 
costs cannot easily be reduced by substituting capital equipment for labor, unlike in 
manufacturing, agriculture or construction. Teachers are like actors; it takes as many actors to 
perform King Lear as when Shakespeare wrote it 400 years ago; similarly, college professors 
teach much like Socrates did 2,400 years ago. 

While there is some truth to this argument, its importance is often overstated. In a typical 
university today, faculty salaries are rarely more than 40 percent of total spending -far more 
dollars are spent on non-instructional items than on faculty salaries. Moreover, even a good bit of 
faculty salaries go to support non-teaching activities, such as low teaching loads that allow for 
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research. Those teaching loads on average have declined over time. Moreover, new technologies 
allow professors to transcend the barriers imposed by distance and limited hearing capacity, and 
allow us to replicate at very low cost time and time again lectures using electronic means. On 
Monday I lectured from Athens, Ohio to a Georgetown University class in Qatar and I think I 
was nearly as effective as if I had lectured in person, but as a small fraction of the cost. In short, 
teaching is susceptible to substituting capital for labor. 

A second argument is that the tuition price explosion reflects a sharp decline in state 
government appropriations for universities. Again, there is an element of truth to the assertion, 
but it a grossly exaggerated claim. In real inflation-adjusted terms, state appropriations for 
universities are generally higher than they were a generation ago. Because of enrollment 
increases, in many states those appropriations are relatively flat on a per student inflation- 
adjusted basis. However, the real culprit forcing tuition up is not falling state appropriations as 
much as it is increasing total university expenditures per student. To be sure, from 2008 to 2011, 
there were significant reductions in real state spending per student as a result of the recession and 
sluggish recovery. But tuition fees have generally risen faster than the inflation rate even in 
periods when state appropriations were rising. And it is noteworthy that tuition fees have risen 
nearly as much over time at private schools that do not receive state aid. 

This brings me to what is called the Bennett Hypothesis, named after former Education 
Secretary William Betmett, who asserted in a 1987 New York Times op-ed that colleges take 
advantage of federal student loan and grant programs, and have raised their fees to capture most 
of the aid money for themselves. In other words, the students are not the beneficiaries of the aid, 
but rather the colleges. There has been a lot written on this, and studies have reached different 
conclusions, but my reading of the evidence is that Bennett is mostly right. Let me show you 
some generally supportive evidence. Look at Table 1 . In the era when the federal presence in 
financing higher education was mostly modest, such as the 1940s, 1950s, and 1960s, tuition price 
inflation was about one-third as great as it has been in the era of significant and rapidly growing 
federal student financial assistance programs. The federal financial assistance programs, in my 
judgment, have increased the demand for higher education more than the supply, leading to 
higher prices. Indeed, a very good case can be made that federal student loans have fueled an 
academic arms race financed in large part by rising tuition fees, an arms race that has led to a 
proliferation in higher education bureaucracies, expensive recreational facilities, lower teaching 
loads that have funded largely unread esoteric research, bigger subsidies of intercollegiate 
athletics, and other spending unrelated to promoting the core university mission of disseminating 
and expanding our stock of knowledge and cultural capital. Without massive federal aid 
programs, 1 doubt we would have so many million dollar university presidents. 

I also believe the overexpansion of federal financial assistance programs have 
contributed to a number of other problems, such as the current massive underemployment of 
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recent college graduates and the decrease in academic quality in our schools. A recent Pew 
Research Center study suggests the savings and net worth of those with student loan debts is 
strikingly lower than those without such obligations. Even woree, the proportion of recent 
college graduates from lower income backgrounds is lower today than it was in 1970 -before we 
even had Pell Grants and loan programs were in their infancy. Federal Reserve Bank of New 
York data suggest that, in a very real sense, the delinquency rate today on federal student loans is 
around 30 percent, nearly double the figure commonly cited. This all suggests that a very good 
case can be made that universities in America today on balance contribute to income inequality 
and a growing distance between individuals of difference economic circumstance. If you believe 
that reducing income inequality should be a major American goal, on balance you should favor 
programs that would reduce, not increase, federal involvement in higher education. 

Summing up, our federal financial aid programs have, in my judgment been colossal 
failures -raising costs, reducing access and quality, and leading to overinvestment of federal 
resources in higher education. They need radical revision. 

Third, The Tipping Point: What Should We Do to Avert Disaster? 

The cost of college cannot rise faster than people’s income forever. That is simply unsustainable. 
The evidence is the benefits of going to college are falling, while the costs are rising. As to the 
benefits falling, look at Figure 3, which, using data from the Census Bureau, depicts for both 
male and female workers over 25 years of ago the median earnings differential (in 2012 dollars) 
between high school graduates and holders of bachelor’s degrees, for two years, 2006 and 2012. 
The absolute annual dollar earnings advantage associated with holding a bachelor’s degree 
declined by $1,598 annually for males, and $846 for females over that six year period, the latest 
for which we have data. My guess is if the data were confined to graduates from, say, 25 to 29 
years of age, the drop in the college earnings advantage would have been even greater because of 
other evidence that shows that young college graduates have particularly suffered financially in 
recent years. For example, the unemployment rate among very recent college graduates (those 
aged 21 to 24) in 2013 was 8.2 percent, higher than the 7.4 percent unemployment rate for the 
entire labor force. Other labor force data show a sharp increase in modem times in college 
graduates taking relatively low paying positions such as baristas, retail sales personnel, taxi 
drivers, and janitors. 
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Source; tf.S. Bureau of the Census, Author's Calculation 


If the financial benefits of college are starting to decline, but the costs are continuing to 
rise, the rate of return on the investment in college is certainly falling, which, in time, should 
lead to lower enrollment rates. That has already begun. According to the National Student 
Clearinghouse, total postsecondary enrollments for the spring semester 2014 were down from 
those a year earlier, extending to three years a trend of spring semester enrollment declines. That 
is a very unusual occurrence in contemporary America. Related to that is the evidence that, 
despite massive government subsidies, there are increasing signs that a growing number of weak 
colleges are in danger of closing or being forced to merge with stronger institutions, Moody’s 
Investors Service has issued increasingly negative assessments of the financial stability of higher 
education institutions. 

The most visible and talked about signs of financial stress arising out of this, however, 
are a consequence of the roughly $1.2 trillion in student debt obligations. The ratio of debt to 
income has risen to precariously high levels for some borrowers, and there is even some 
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evidence that burdensome debt obligations are impacting on such things as household formation 
and home purchases. 

Administration and Congressional Initiatives 

This brings is to various solutions to the college cost explosion. Let me first talk about 
some ideas being promoted by the Obama Administration and some Democratic lawmakers, and 
then some alternative ideas that I think perhaps have merit. 

I should start by commenting on the President’s ratings plan. Details of the plan are still 
unknown. As I said in a recent opinion piece, the proposal appears to have both positive and 
negative aspects. On the plus side, colleges need to face consequences when their performance is 
shoddy. Too often the federal government has directly or indirectly written checks to colleges or 
their students without any assessment of performance or results. People are demanding greater 
accountability for colleges, and the ratings proposal is one way of addressing those concerns. 

At the same time, I am very concerned that we are diluting and maybe annihilating one of 
the great strengths of American higher education -its diversity. We have thousands of 
universities and colleges of all different sizes, curricular offerings, religious orientations, 
political leanings and the like. Americans have thrived on this -no single Ministry of Education 
makes decisions that stifle institutional originality and competition. The ratings system appears a 
step away from that tradition of no centralized direction. One-size-fits-all sets of criteria 
determining degrees of excellence or expectations regarding performance are almost certainly 
inappropriate. I am not against ranking schools — ^to the contrary, my organization compiles the 
Forbes Best College rankings. I am concerned, however, that politically determined criteria for 
.evaluating schools might hinder rather than expand academic excellence and competition, and do 
little to improve affordability. 

Similarly, the Administration’s attempt to impose standards on career colleges is also 
flawed. The administration is correct on insisting that schools with substandard performance 
records should face consequences. But the effort to largely limit these performance standards to 
for-profit institutions is completely inappropriate. If true “gainful employment” standards are to 
be applied, they should apply as well to all public and private four year institutions with 
scandalously low graduation rates and high levels of loan default. Our nation has urban 
universities with less than 10 percent graduation rates that arguably should be closed because of 
poor performance. Yet the “gainful employment rules” will not apply to them. If federal 
regulation is to be applied, it should be applied on a level playing field. 

Finally, there have been attempts, both by the President and members of this body, to 
alleviate the burden of those borrowing for student loans. Last year’s bipartisan legislation, while 
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imperfect, at least tied student loan interest rates to market conditions, although those conditions 
are admittedly highly distorted by what I view as irresponsibly expansive Federal Reserve 
monetary policy. The bill introduced by Senator Elizabeth Warren to lower interest rates on 
student loans to millions is, in my judgment, fundamentally flawed, for at least six reasons. First, 
and most important, it is only directed to past borrowers, and does nothing to address the future 
affordability of college and does absolutely nothing to contain college costs. 

Second, the Warren proposal punishes those who have responsibly paid back their loans 
according to the terms of the loan agreement. Conscientious re-payers of loans under the Warren 
proposal will pay higher interest rates than others, not all of whom have a high level of 
conscientiousness regarding loan repayment. It is prejudicial against responsible conduct rather 
than supportive of it. Third, the Warren proposal increases the likelihood of irresponsible lending 
to students not equipped for college who face a high probability of dropping out. Remember, 40 
percent or so of full-time students in four year programs drop out within six years without 
diplomas. If the Warren bill were to pass, students will likely be told by counselors “if it gets too 
tough for you to pay off your loan. Congress will likely either forgive the loan or reduce your 
burden by lowering interest rates.” What economists call a moral hazard problem will be 
worsened. 

Fourth, the Warren proposal in effect penalizes those majoring in highly productive 
fields, such as in the STEM disciplines, as they are far less likely to have large loan repayment 
issues since they are in occupations that society, through the market process, especially values. 
One can argue the Warren proposal wishes to subsidize and encourage relatively less productive 
work rather than work that to a larger extent enhances our material well being. Fifth, the Warren 
proposal encourages higher college enrollments, at a time when labor market data suggest we are 
generally overinvested in terms of the educational attainment of new graduates. By one measure, 
nearly half of American college graduates are holding jobs requiring less than a college 
education to perform. Sixth, the Warren bill would materially worsen the budget deficit, a deficit 
that is shame&lly large for a nation five years into an economic recovery. We are a nation living 
beyond its means, and the Warren bill exacerbates that problem. It enhances the probability that 
debt rating agencies might again downgrade our national debt, or fail to restore our once prized 
triple A rating. 

Long Term Solutions Rather Than Ineffective Short Term Panaceas 

There are rarely painless solutions to difficult issues. That applies here- some people are 
going to be unhappy with needed changes. But to fundamentally deal with the tuition cost 
explosion, we need to promote policies that will lead colleges to reduce the growth in tuition 
fees. The artificial fueling of demand for higher education through excessively exuberant federal 
student financial assistance policies is a major contributor to funding the wasteful academic arms 
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race. We can hximanely cut back on these programs over time without significantly hurting truly 
low income students -those from households living in poverty or well below the median income 
level. Indeed, we can increase the proportion of fiinds going to lower income students, which 
progressive Democrats should like, while reducing overall expenditures, which Republicans 
should like, in the process reducing the tuition-enhancing features of the federal financial 
assistance programs. For example, federal tuition tax credits and the PLUS loan program benefit 
relatively affluent folks. Why don’t we eliminate or drastically reduce these programs? As Janet 
Lorin of Bloomberg recently revealed, a majority of the $62 billion in PLUS loans are not being 
actively repaid Moreover, the Administration is apparently contemplating relaxing already lax 
credit standards. I agree with the University of Michigan’s Susan Dynarski, who said “I don’t 
understand the logic behind deferral on a PLUS loan.” 

Indeed, why don’t we simplify our Byzantine federal financial assistance system, going 
to only two federal financial aid programs? Go to a Pell Grant that is a voucher available to truly 
low income students and given directly to them, not to university financial aid offices, thus 
empowering the student more. Additionally go to a single loan program available only to those 
with relatively low incomes, and offered for only, say, four years of schooling. 

Also, provide a legal environment which would encourage Income Share Agreements, an 
equity approach to student financing that would allow private entrepreneurs to buy a portion of 
the earnings of students in return for assistance in paying for college. Currently, students do the 
equivalent of selling bonds in themselves -this would allow them to sell the equivalent of stock, 
and reduce the obligations of the federal government. Several members of Congress, including 
Senator Marco Rubio and Congressman Tom Petri have indicated interest in such an approach, 
which is a variant on the Pay Forward scheme proposed in some states. 

Rationalize the student financial assistance programs in other ways. Put in some form of 
performance standards. Drop aid for students whose grades suggest that the probability they will 
ever graduate is low. Maybe give small bonuses to students who graduate in three years. But 
above all, require colleges to have some skin in the game -to share in the costs of loan 
delinquencies when their admission actions lead to unusually poor records in terms of student 
loan repayment. Incentivize colleges to be careful who they admit and to push their students to 
graduate. There are other mechanisms, such as the use as national testing, which could be used to 
facilitate enforcing high performance standards and force schools and students with poor 
academic records to face adverse financial consequences. This approach deserves some 
consideration in any thoughtful revision of federal financing policies. 

Those of you on the left that are worried about excessive accumulations of wealth and 
privileges, you are making a big mistake in pushing federal financial aid policies that have been 
historically associated with reductions, not improvements, in income equality. As Figure 4 
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shows, the rise in federal student financial assistance programs has moved in tandem with rises 
in measured income inequality. If you want to demonstrate your progressive egalitarian bona 
fides, do something different. For example, propose removing tax exemptions for schools with 
very high endowment accumulations, say more than $300,000 a student. You might want to 
propose outlawing legacy admission preferences to reduce the perpetuation of academic 
aristocracies. Use the federal tax exemption powers you have more aggressively and judiciously. 
Outlaw stadium skybox tax subsidies, indeed tax subsidies for anything not strictly academic, 
including housing and food facilities. Limit all federal student loans and grants to, say, $8,000 a 
year and cripple the ability of expensive schools which are largely enclaves for affluent students 
to raise tuition fees thinking they will be easily financed by greater loans. You want to help the 
poor? I repeat: a smaller percentage of recent college today are from the bottom quartile of the 
income distribution than in 1970 -before the Pell Grant existed, and when college loan 
programs were in their infancy (see Figure 5). 
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There are other things you could do that might be useful. Give students and parents better 
post-graduate information on students by requiring the IRS to provide aggregate data on earnings 
of students graduating, say, five years earlier from every college or university participating in 
federal loan and grant programs. Regardless of what university administrators tell you, the key 
item of interest to most students is their likely post-graduate earnings prospects. I could expand 
on these and other ideas. The point is that the solution is not to do more of what we have done in 
the past, like making loan programs more attractive. The solution lies in changing the 
environment that incentives colleges and universities to raise their fees to students. 

This brief survey of higher education ignores many areas of potential cost saving, and 
understates some serious problems. I have said little or nothing about MOOCs (massively open 
on-line courses), about the serious underutilization of student, faculty and physical resources, 
about the worrisome decline in academic standards, the reduction in intellectual diversity arising 
from attempts by some in the academy to enforce academic uniformity, about curbing the 
massive increase in university administrative personnel, about the negative effects on innovation 
and competition of our accreditation system, and so forth. Those are topics for another day and 
venue. 

Conclusions 

Let me leave you on a moderately optimistic note. If you were to do absolutely nothing, I 
think market forces, muted as they have been by the distortive effect of government subsidies, 
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would nonetheless work in the near future to lower sharply future tuition increases. Enrollments 
are stagnant and many schools are desperate for students. New forms of innovative competition 
will eat into the market of traditional high cost schools. Fighting for survival, schools will be 
forced to be more innovative, more affordable, and better performing. Creative destruction or 
disraptive innovation has worked brilliantly in developing a vibrant competitive market economy 
that has made us the most prosperous of all large nations. It can work in higher education as well 
-if we give it a chance. 
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Chairman Murray. Thank you very much. I really appreciate all 
of our witnesses today. 

For your information, there is a lot of attendance today, obvi- 
ously a discussion that many people are interested in. We do have 
a series of four votes beginning in about a half-hour, so I am going 
to be very strict with the time clock today and allowing 5 minutes 
to each Senator, and we will be calling on people in order of ar- 
rival. 

So, with that, Ms. Jones, I wanted to start with you, and thank 
you for sharing your story and being here today to testify. Your 
story really resonates with me. All of my brothers and sisters and 
I went to college on Pell grants and student loans to finance our 
education, and I taught young children early on in my career, 
which is what got me into politics. But the financial burden of stu- 
dent loan debt is considerably more than when I graduated, so I 
share your understanding and appreciate your being here. 

In your testimony, you said that you paid over $600 a month to 
cover your Federal student loans. How much was your monthly 
take-home pay at that time? 

Ms. Jones. At that time my monthly take-home was roughly 
$1,500. 

Chairman Murray. Okay. And do you have any money saved? 

Ms. Jones. I do not. I have been using my savings to pay back 
the loans that I have taken out for my undergraduate degree. 

Chairman Murray. When you ran into difficulty repaying all of 
your loans, did your servicer offer any alternative repayment plan, 
like the income-based repayment option? 

Ms. Jones. They did not. I did not learn of the program until 
very recently, and I believe had I been offered that program, my 
payments would have been roughly $150 a month as opposed to the 
$600 a month I was paying. 

Chairman Murray. So if you had been able to take advantage 
of the IBR, you would have reduced that payment to $150? 

Ms. Jones. Yes. 

Chairman Murray. Do you know how much you would save if 
you had been allowed to refinance your student loan? 

Ms. Jones. Over 10 years, I would have been able to save more 
than $4,000. 

Chairman Murray. More than $4,000. How would that have im- 
pacted your life? 

Ms. Jones. Well, as educators, you know, we always have to buy 
materials for the classroom because funding is limited, so I think 
having the extra funding available would make life easier. Defi- 
nitely I would be able to save for the future, and I would be able 
to plan for retirement as opposed to wondering if it will be possible. 

Chairman Murray. So I have to speculate that if you had known 
about IBR, you would be in a much better place today. But nobody 
told you. 

Mr. Chopra, thank you for being here as well. You have worked 
directly with a lot of student loan borrowers, and your reports have 
talked about some of the macroeconomic consequences. But let me 
ask you, have you encountered a lot of stories like Brittany’s? 

Mr. Chopra. Yes. One of the top issues that a borrower has iden- 
tified is difficulties repaying, restructuring, and rolling in loan 
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modification programs and staying current to avoid delinquency 
and default. 

Chairman Murray. So our servicers are not reaching out and 
helping young people, or even adults, learn what their options are 
today? 

Mr. Chopra. Well, we learned a very painful lesson in the years 
around the financial crisis and the mortgage servicing market. 
There is some fundamental incentive misalignment where what 
may be good for the loan owner or the investor and what may be 
good for the borrower is not actually the outcome. And market 
forces, due to modern structured finance, can often cause terrible 
outcomes for everybody. 

Chairman Murray. I have heard from a lot of people today who 
are paying back loans that they do not know how much they owe; 
they are having trouble getting that information; they do not get 
yearly statements. Brittany is nodding her head. Is that something 
that you hear a lot as well? 

Mr. Chopra. Well, I think it is not actually just not knowing 
about it. It is also — we hear from many borrowers, and we see it 
in the data, that a number of borrowers are reaching out and are 
seeking help, but are often told to choose forbearance. You know, 
we have continued to hear complaints from servicemembers and 
military families that they call about their Servicemembers Civil 
Relief Act benefits and are simply told, “Well, you know, you just 
do a military forbearance.” That option will keep interest accruing. 
It will make the debt burden harder. But it is certainly easier for 
the servicer to accomplish rather than actually walking them 
through the steps to enroll in their legal entitled benefits. 

Chairman Murray. So it is hard for them to get good informa- 
tion personally about what they should be doing. Okay. I have 
about 50 seconds left. Tell me, in the last 50 seconds, some of the 
larger implications for our economy. 

Mr. Chopra. Well, in our discussions with the banking industry, 
particularly the housing industry, there is general concern about 
increasing debt-to-income ratios. So while the advantages of going 
to college, the differential between college graduates and non-grad- 
uates, is growing, most of that is growing because non-college grad- 
uates’ wages are slipping. So if college graduates’ wages are still 
much higher but generally fiat when controlling for inflation, but 
debt, which is growing actually even faster than tuition costs, that 
means that less ability to create new credit, whether it be for mort- 
gages or to use those funds for other productive purposes. 

Chairman Murray. Okay. Thank you, and my time is out. 

Senator Johnson? 

Senator Johnson. Ms. Jones, first of all, thanks for coming to 
testify, and to all the witnesses. Did any either high school or col- 
lege counselor ever go through the calculation of taking on student 
loan debt and how you would be able to repay it based on the type 
of profession you were looking at? 

Ms. Jones. They did not. Actually, when we started the con- 
versations about college, they simply, you know, let us know you 
can apply for millions of dollars in scholarships and grants; they 
are available, you just have to apply for them, and you can talk to 
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your financial aid counselor about the other options for paying for 
college. 

Senator Johnson. So did you ever talk to a financial aid coun- 
selor that talked about, you know, the ability to repay? 

Ms. Jones. Not in the initial stages. They simply were saying 
you have this much of a balance, you can pay with it using this 
financial aid package of your subsidized or unsubsidized loans, and 
you can take them if you want, or you can borrow from your family. 

Senator Johnson. Do you wish you would have had, like I had, 
a finance professor kind of talk about — I mean, in other words, if 
you could go back in time, would you do the same thing over again? 
Would you incur this much debt? Would you try and figure out 
maybe a different solution? 

Ms. Jones. In my experience and for my profession, a college de- 
gree was absolutely necessary. There was not — the option to not 
get a degree was not available. So I would do it because ultimately 
my goal is to become a teacher. 

Senator Johnson. Have you ever heard of the College of the 
Ozarks? They go by the moniker of “Hard Work U.” It is basically 
a college university set up where all the students work, and it is 
really set up so that nobody incurs debt. Does that sound like kind 
of a good idea to you? Would you like — again, to get a college de- 
gree, I agree with you, we are all talking about it is a great invest- 
ment. But if it is a great investment, the amount of loans ought 
to match it so you ought to be able to handle those when you get 
all done. 

Ms. Jones. It should, and that is why I think being able to refi- 
nance the loans that we have would be a great benefit for students 
like me because the loans made it possible. There was no other 
funding available to go to school. And, of course, we have to have 
our degrees to teach. 

Senator Johnson. Right. 

Ms. Jones. You do not want an unqualified teacher in the room, 
and I do not see myself doing anything else. So whatever it takes 
to get to a classroom, that is what I will do. But I think we need 
to look at what we can do to make it possible for everybody to get 
the degree they want and not the loan debt to go along with it. 

Senator Johnson. First of all, God bless you for being willing to 
teach our kids, and, you know, we certainly all wish you the best 
of luck. 

Mr. Chopra, you said that student debt is hampering our econ- 
omy, hampering entrepreneurship, hampering a lot of good stuff. 
How would shifting this debt from a select few to all of our kids 
and grandkids, how would that help our economy, help entrepre- 
neurship? Because that is all we would be doing here, right? Really 
shifting the debt burden from those that incur the debt to all of our 
kids and grandkids, because we are already in deficit and we can- 
not afford it and it is just going to be piling additional debt on our 
kids and grandkids, correct? 

Ms. Hoover. Well, being able to refinance a loan in other prod- 
uct markets, such as the mortgage market, when broader interest 
rate environments change, it is common not only for homeowners 
but also for the corporate sector as well as the Government to be 
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able to match their debt to something that potentially reflects bet- 
ter their own broader interest rates, their credit profile — 

Senator Johnson. Let me interrupt. Let me interrupt. Are you 
supportive of the — I am trying to think what — that act I was talk- 
ing about, the 2007 act that basically forgives student loan debt 
after 10 years of working in the public sector? Are you in favor of 
that? 

Mr. Chopra. We do not know the results of that yet. Nobody has 
actually received forgiveness from that program. 

Senator Johnson. But, again, for^veness will come on the backs 
of the American taxpayer or additional debt burden on our kids 
and grandkids, correct? 

Mr. Chopra. Well, that is Congress’ decision about how to allo- 
cate — 

Senator Johnson. I understand. I am just asking, are you sup- 
portive of that program? And, again, I am going to your comment. 
How does that not hamper our economy, not hamper entrepreneur- 
ship, if we shift the debt burden from a select few to all of our kids 
and grandkids? I am just trying to point out what is actually hap- 
pening here. 

Mr. Chopra. Well, the distribution of the debt burden, it will 
come in multiple different sectors, but I think the marginal propen- 
sity to consume for young people who are at prime ages of home- 
ownership, who are at prime ages of purchases of durable goods, 
this is something that is of great worry to the financial sector, to 
a number of other industries — 

Senator Johnson. But our debt burden is not — so there may be 
higher propensity to spend in some sectors, but there will be a 
lower propensity because of the debt burden. 

Let me ask you, are you disturbed about the Politico and the 
Wall Street Journal stories I was reading about, how the law 
school graduate schools are gaming that program? Does that con- 
cern you? Because it sure concerns me. 

Mr. Chopra. As we saw in the run-up to the financial crisis, the 
incentive misalignment between those who broker loans or offer 
loans and their alignment with investors or others can lead to very 
disastrous consequences. I do not know the specifics of the schools 
that you mentioned, but aligning incentives between schools, be- 
tween financial services providers, and others is critical to ensure 
that market outcomes are efficient. 

Senator Johnson. Okay. Thank you. 

Thank you. Madam Chair. 

Chairman Murray. Thank you. 

Senator Whitehouse? 

Senator Whitehouse. Thanks very much. Chairman. 

One of the noteworthy things about student loans — and they 
stand out from virtually all other debt in this respect — is that 
somebody wangled a provision into the Bankruptcy Reform Act 
years ago, a somebody who has left no fingerprints on the amend- 
ment — I think it was actually snuck in in conference — and to this 
day nobody takes credit for it. But it snuck in and became the law 
of the land, and it provides that student loan debt is not discharge- 
able in bankruptcy. Bankruptcy is provided for in the Constitution. 
It is one of the sort of elemental principles of American entrepre- 
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neurship and success, that you have the ability to fail, to pick your- 
self up and get back in there and do it again. And virtually every 
type of debt is dischargeable in bankruptcy except student loan 
debt. 

Mr. Chopra, is there an economic justification for bankruptcy 
debt being treated differently than any other kind of debt in that 
respect? Or was that more in the nature of an unexpected blessing 
to the then largely privately held student loan industry? 

Mr. Chopra. Well, pursuant to a report that was required by 
Congress for CFPB and the Department of Education to publish, 
we analyzed data related to student loan originations, particularly 
private student loans, throughout the past 15 years or so. And the 
2005 change in the Bankruptcy Code, one would anticipate that in 
an ordinary marketplace prices would come down as Bankruptcy 
Codes become more strict. But, in fact, we saw that prices actually 
went up, and this suggests that broader capital markets’ conditions 
may be larger contributors to pricing in some of these markets. 
And it also suggests that as a general matter the Bankruptcy Code 
is operating in a very different way in the student loan market as 
it compares to other consumer financial product markets. 

Senator Whitehouse. We have had representatives from the pri- 
vate student loan industry come in and testify that it would be 
wrong to unwind this stealth provision that was snuck in the dark 
into this provision because it would upset the settled expectations 
of the loan industry, which is — I mean. Congress is a hall of irony 
from time to time, but it is particularly ironic that an industry that 
snuck this in in the middle of the night, upsetting every settled ex- 
pectation of borrowers as to how their loans would be treated, now 
try to defend themselves by the rule of settled expectations. I hope 
that this is an issue that we can address, because I do not believe 
that there is any rational distinction between student loan debt 
and other kinds of debt. 

Ms. Jones, thank you for your testimony. You have been a terrific 
witness that has brought a real dose of reality to this hearing. How 
has your student loan debt affected other personal decisions in your 
life, like to own a home, to have a family? How has that burden 
of debt changed what you might do with your life? 

Ms. Jones. I have this conversation with my mother a lot, be- 
cause she has now asked maybe 15 times why is it that I am still 
pursuing the education field. Actually to pay for some of my college 
education, she borrowed against her own retirement so that I 
could, in fact, become the teacher I want to be. And the decision 
to stick with education was driven because of the desire to want 
to see the future generations have the same chances we had. 

I will say the decisions to take out more student loans made 
going back to school a hard decision to make, as referenced in my 
testimony. I could not justify using more of my mom’s retirement 
even just to pay for the master’s. 

Senator Whitehouse. And what has it done to your likelihood of 
owning a home? 

Ms. Jones. Well, considering I do not have any funds right now 
for a downpayment, that has been put off for a few years. But 
hopefully in the future I can work something out or we can work 
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something out with the refinance bill so that I can start saving 
again. 

Senator Whitehouse. Thank you, Ms. Jones. 

Thank you, Chairman. 

Chairman Murray. Senator Ayotte. 

Senator Ayotte. I want to thank the Chair. 

I wanted to just ask, Mr. Chopra, do we know — do we have an 
estimate by the administration yet as to how many student loan 
borrowers would actually take up the potential option to refinance 
their pre-July 2013 student loans? And so do we have a sense of 
what numbers we are talking about? And, also, do we have an esti- 
mate of what that will cost? I just think it is important so we un- 
derstand given the challenges we are facing as a Nation as we look 
at this piece of legislation. Do we know what those numbers are 
yet? 

Mr. Chopra. Senator, the CFPB is actually an independent agen- 
cy, not part of the administration, so I do not have that type of 
analysis available. What I can say is that we do know from our ex- 
perience in various mortgage financing programs that the economic 
impact of individual mortgage refinancings, according to a study by 
the Department of Housing and Urban Development, led to ap- 
proximately $25,000 of economic impact per homeowner who was 
able to refinance. 

Now, that being said, a mortgage is a much larger loan, but then, 
again, a younger person with student debt may have a higher like- 
lihood to be in prime age for certain purchases. But, again, I can- 
not speak to that. 

Senator Ayotte. Yes, I mean, what I am just trying to get at are 
the basics. How much more are we going to add to the debt? How 
much more is this going to cost? I mean, we ask this important 
question about every piece of legislation because it is basic informa- 
tion. 

Dr. Vedder, perhaps with your background, let us start with 100 
percent of borrowers. And we do not know that 100 percent of bor- 
rowers will adopt this, and certainly there will be some ratio to 
that effect. But if 100 percent of borrowers were to refinance their 
pre-July 1, 2013, loans, or a large percentage, what kind of im- 
pact — do we have any numbers that we can think about here? 

Mr. Vedder. I have not personally done any estimation of that. 
However, you can do — the math suggests the numbers could be 
very large. We have, what, 40 million borrowers, not all of them 
prior to 2013, but most of them. So you have close to 40 million 
borrowers borrowing on average $25,000 or $30,000. So you are 
talking over $1 trillion. 

Just say for the heck of it you lowered interest rates 2 percent- 
age points on $1 trillion, that is $20 billion a year. That is real 
money. It is probably less than that. 

I have seen one estimate of the deficit effects measured in the 
tens of billions of dollars over a long period of time. So I think it 
is a consequential amount of money. 

Senator Ayotte. I think it is an important piece of information 
that I would hope we would have. 

Mr. Chopra, I wanted to ask you about this issue that Dr. Vedder 
raised because I think it is a very important issue. In fact, it is an 
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issue that I hear from parents and students. We are going to get 
to a point where if the rate of increase of what it costs to get a col- 
lege education keeps going up at that rate, no matter what we in- 
vest, the Federal Government, if we are thinking that we are going 
to be able to help, you know, the debt burden of someone like Ms. 
Jones, then if it is going up higher than — you know, I do not know. 
It may not be going up higher than health care, but, you know, this 
is a big issue in terms of how high it is going. How do we get at 
that issue? And if we are going to with our investment, how do we 
get to more accountability for these institutions to actually have to 
really be market-based, think innovatively, and deliver quality edu- 
cation at a more reasonable price? Because to me this is a big issue 
that is going to just hit us all no matter what we do here. 

Mr. Chopra. Senator Ayotte, I completely agree. The rise in col- 
lege costs is an American tragedy, and we should do everything we 
can to make sure that those people who are going to college this 
fall, the class of 2018, the class of 2019, that they do not incur a 
lot of debt. But we cannot ignore the class of 2008 and the class 
of 2009 who graduated almost by no fault of their own when they 
were — started as freshmen in 2004, they could not probably imag- 
ine that they would graduate into a financial crisis. And that is 
something that we have to work on both ends, and it is not just 
looking at one of those issues but both. 

Senator Ayotte. Well, I appreciate that. But obviously we are 
going to look back on all of pre-July 1, 2013, loans as a large num- 
ber of people, and it seems to me I would like to take that — have 
you answer that question for the record. We are investing al- 
ready — regardless of what we do in legislation — a lot to help stu- 
dents in fiiis country get a good education. And I would like to 
know what your thoughts are on how we hold these institutions 
more accountable, how we force them to actually make — 

Chairman Murray. Senator Ayotte, we have a lot of Senators 
and votes coming, so I will have him answer for the record. 

Senator Ayotte. I appreciate that. Thank you. 

Chairman Murray. Senator Baldwin. 

Senator Baldwin. Thank you. Chair Murray and Senator John- 
son. I appreciate both of you for hosting this hearing on such a crit- 
ical issue. 

The statistics are staggering nationally with $1.2 trillion in stu- 
dent debt. I look at the statistics for my home State of Wisconsin: 
70 percent of students in Wisconsin are graduating with an aver- 
age today of $28,000 in debt. And these numbers I think starkly 
demonstrate that there is a student loan debt crisis facing our Na- 
tion. 

Again, in Wisconsin, individuals with a bachelor’s degree report 
making average monthly payments of about $350; graduate and 
professional degrees are making average monthly payments on 
their student loans of $448. And that is just an average figure. Ob- 
viously it varies below and above. 

The length of student loan debt obligations was nearly 19 years 
for persons with bachelor’s degrees and over 22 years for persons 
with professional degrees. And as we have heard through your tes- 
timony and the questions so far, this fact, these statistics are un- 
derscored by millions of personal stories and anecdotes, and they 
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affect personal decisions, as I have heard testimony in roundtables 
that I have held in Wisconsin on this issue, people literally decid- 
ing whether and when to start a family because of the impact of 
this debt, the career decisions that Ms. Jones has talked about. You 
know, there are a lot of folks who are getting a higher education 
because they want to teach or because they want to do public serv- 
ice or work for a nonprofit or a community-based service organiza- 
tion. And yet the level of debt constrains their career decisions and 
career choices. 

And then financial decisions, we have heard a little bit of testi- 
mony and discussion on that. You know, you get out of college and 
start a business or put that off. Do you get out of college and do 
you rent? Do you buy? Do you move back home with your parents? 
I have heard a lot of people facing those choices in their late 20s, 
early 30s. Do you buy a used car? Do you buy a new car? All of 
those have rippled effects throughout our entire economy. 

And so I am glad, Ms. Jones, that you have been talking about 
it in, you know, your own — sharing your own story, and so many 
have stepped forward to do that, because this is a crisis we need 
to confront. 

I have in my very limited time just sort of two questions I want- 
ed to pose to Mr. Chopra about a couple of realities in our current 
law on student aid. I have heard from a number of students who 
have to hold down part-time work, sometimes almost full-time 
work, while studying. And they are hit with something that is 
known commonly as “the work penalty” because their incomes may 
exceed the income protection allowance that is part of the eligibility 
calculation for Federal financial aid under the Higher Education 
Act. 

I am working on legislation that deals with this work penalty, 
that would raise the income protection allowance, but I wonder if 
you can speak to the importance of the availability of financial aid 
to working students. 

Mr. Chopra. Well, there is no question that an enormous num- 
ber of people return to higher education after being displaced from 
the labor force in the Great Recession and took on part-time jobs 
to support their families, and that is something we would be happy 
to discuss with you further. 

Senator Baldwin. Okay. Well, I certainly know that that has 
been a reality in my home State, and many of the factories that 
were closed, you know, there were not a supply of a jobs without 
significant retraining. So we have heard a lot about that. 

The other thing I wanted to follow up on is the work you have 
done regarding servicers, you know, anything from simply failing 
to provide quality customer service to ignoring some of the legal ob- 
ligations around notice and payment options and fees to certain 
borrowers. I have heard from people in Wisconsin about the chal- 
lenges about getting quality information and the frustrations and 
the additional costs that come along with simply trying to pay back 
what they owe. 

A constituent from Marshfield wrote me recently about loans she 
took out for her daughter’s education and believed that she had fin- 
ished paying it off years ago, only to find out of the blue that there 
were claims that she still owed money. 
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I am wondering if you can speak to how stronger requirements 
for student loan servicers like the ones — could give students valu- 
able information? 

Mr. Chopra. Well, as I mentioned earlier, we learned a valuable 
lesson from the breakdowns in the mortgage servicing market. But 
I would also add we have learned as financial regulators from the 
past 10 years another very important lesson. In 2004, the Student 
Loan Marketing Association was privatized and operated as a pri- 
vate company for the past 10 years. It has since restructured and 
is a different entity. But despite the significant public benefits and 
subsidies that the successor corporation received, Sallie Mae was 
ordered in 2008 to stop breaking multiple laws. They continued to 
break those laws — 

Chairman Murray. Mr. Chopra, I am going to have to move on. 
We have got a lot of Senators who are waiting to ask questions, 
and votes are going to be called shortly. So if we could get an an- 
swer in writing on that, I would really appreciate it. 

Chairman Murray. I want to thank both Senator Warner and 
Senator Kaine for helping us get a witness from Virginia today, 
and I know that you both have questions, but we are going to go 
to — we still have Senators Merkley, Stabenow, Kaine, Warner, 
King, and Wyden, and a vote is going to be called shortly. So if any 
members want to go vote and come back, we will keep going as the 
votes are called. But we will go to Senator Merkley now. 

Senator Merkley. Thank you very much. Madam Chair. 

Mr. Chopra, one of the statistics that I find very interesting is 
that, in comparison to Germany, a year of college in Germany costs 
4.3 percent of the country’s median income. Here it is 51 percent 
of the country’s median income. How does that affect kind of the 
aspirations of students in those two nations? 

Mr. Chopra. Well, you know, the lack of affordability of college 
may not only impact the students themselves, but it also might im- 
pact the broader family balance sheet. 

As we saw, the rise in student loan debt was not only because 
college was increasing in cost, it was also because students them- 
selves are bearing a larger share of total college costs compared to 
their parents or other sources. That means that because people had 
less equity, they had less savings, they dealt with unemployment 
themselves, those costs got shifted to students, so it may actually 
impact not only the student but the family’s aspirations themselves 
about how they will prosper economically over the long term. 

Senator Merkley. Does this reflect kind of a philosophical issue 
over whether education is a public good that not only benefits indi- 
vidual children but strengthens society as a whole? 

Mr. Chopra. Well, I am not a philosopher, but I believe — I get 
your point there, that the positive externalities of a more educated 
population benefits all of us. There is some empirical literature to 
suggest that. But at the same time, we need to make sure that peo- 
ple are completing, people are able to repay their student debt and 
their student debt does not displace other productive spending. 

Senator Merkley. Let me put it a different way. If colleagues of 
Ms. Jones are looking at the challenge of debt and are deciding, “I 
cannot pursue a path where I have the possibility of a millstone, 
a debt equal to a home mortgage, a millstone of debt around my 
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neck pulling me down because of the consequences of the struggle 
that is seen,” that not only impacts the individual, but doesn’t that 
impact the future prosperity of our entire society if folks in our own 
generation, in our student generation do not reach the fullness of 
their potential and their contribution back to the economy? 

Mr. Chopra. Yes, I think behind all the facts and statistics is a 
broader question about, you know, the American tradition of 
entrepreneurialism and risk taking, and, unfortunately, too many 
people feel that they cannot take those risks; they cannot start that 
small business out of their garage; they cannot start a family. And 
that is something we should think about. 

Senator Merkley. Well, let us think about how this amplifies, if 
you will, the inequality of wealth. If our students are unable to 
begin purchasing a home early in their life and, therefore — and 
homeownership is the major builder of personal family wealth for 
working Americans, doesn’t that amplify the inequality of wealth 
in our society? 

Mr. Chopra. Well, as I note in my testimony, there is a large gap 
in certain simulations of graduates who do have student debt and 
those who do not in terms of what those final outcomes might be 
for their retirement balances. So traditionally younger workers 
have been able to stash cash away for a home downpayment or 
saving for retirement, but if they are not able to make those early 
contributions, they lose those compounding effects. And so student 
debt, if it is soaks up some of that ability to invest and save, the 
long-term repercussions could be real. 

Senator Merkley. May amplify the inequality in wealth. Thank 
you. I just wanted to make that point. 

The thing that I am most concerned about is the impact on aspi- 
rations. I live in a working-class community. My children go to the 
same public high school that I went to. And what I am hearing is 
a feeling among high school students that there is not a path in 
which they have an opportunity to thrive, that is, to pursue their 
potential, which then affects actually their behavior in high school 
as to whether or not they are going to — how hard they are going 
to work to make that path possible. 

My concern here is that this is the heart of the American dream, 
that there is a full opportunity to thrive for every American, 
whether they are the child of a mechanic or the child of a janitor 
or the child of a CEO. Given this huge hurdle of college debt, is 
that really compromising that vision? 

Mr. Chopra. I mean, the change in aspirations from the stories 
that we are constantly submitting to the public record illustrate 
many of the themes you just discussed. 

Senator Merkley. Ms. Jones, would you like to comment on 
that? 

Chairman Murray. And I am going to have to interrupt because 
we do have votes occurring right now, and we will let you answer 
that for the record. But I appreciate the question. 

Chairman Murray. The Senators next to be recognized are in 
this order: Stabenow, Kaine, Warner, King, and Wyden will be re- 
turning. I am going to go vote and come back. I would suggest any- 
body who is on the end of that list go with me and come back, and 
we will continue this through the votes. 
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Senator Stabenow? 

Senator Stabenow. Thank you very much, Madam Chair, for 
hosting this critically important hearing. 

First, Ms. Jones, thank you for working hard and sticking in 
there and doing what is right, what everybody says, to work hard. 
And like most people, most of us when I was school, I did not have 
the capacity to turn to my parents and say, hey, can I borrow 
$20,000 or $30,000 or $5,000, or whatever it was. So most people 
are not in a situation where they have a lot of other options, I as- 
sume. And from what you are saying, you would be in the situation 
that I was. Fortunately for me, in the 1970s, we did a whole lot 
more on scholarships. I would not have gone to college. I was fortu- 
nate to get a bachelor’s and master’s, but top of my little 93-person 
graduating class in Clare, Michigan, my dad was very sick, we did 
not have a lot of money, and I qualified for a tuition-free scholar- 
ship for 4 years, and that got me to college. We do not have those 
anymore. 

When I look at the numbers, you know, unfortunately, the State 
of Michigan now is one of the highest in the country at cutting 
higher education, over 32 percent of the funding to universities and 
community colleges. 

Interestingly, the public universities have not increased tuition 
by that same 32 percent. Now, they have increased it about 19 per- 
cent, and that is more than we certainly would like to see. But they 
are taking significant cuts. 

What I find interesting is that the for-profit universities actually 
have increased their tuition twice as much as public universities. 
Twice as much. And 57 percent of the for-profit school grads are 
coming out with $30,000 or more in debt — 57 percent rather than 
12 percent of public schools. 

So there are a lot of things involved in this, all of which we need 
to be looking at. But I do not think that we should say that in the 
meantime students should not have the same opportunity that all 
the rest of us have had when we want to finance a house, which 
is to get the lowest interest rates that are out there today. And I 
do also want to say before asking questions that the good news for 
this refinancing bill, unlike other things that Congress has done 
over the years — the bank bailout, all kinds of other things— you 
know, this is paid for. That is the good news on this one. So this 
is not adding to the deficit. What we are proposing is actually to 
ask everybody to chip in, pay their fair share to grow the economy 
and create a fair shot for everybody. So it is fully paid for. 

Dr. Vedder, I just have to say — I have to turn to you and say I 
am so very surprised at your testimony in terms of saying that we 
should reduce the Federal role and that we have too many grad- 
uates in our economy. Wow. I have to tell you, in Michigan, for 
Michigan, the Georgetown Center on Education and the Workforce 
has said there is going to be — out of the 1.5 million jobs expected 
to be created in Michigan alone in the next 6 years, a million of 
the million and a half will take education beyond high school. 

When I look at the National Association of Manufacturers who 
say there are 600,000 jobs available right now that we cannot 
match up skills, not all those are 4-year, maybe 2-year, in terms 
of community college, but when we look at the need on STEM, on 
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science and technology and engineering and match, and where we 
are going as an economy and so on, I am amazed that you think 
that we have too many graduates going into our economy. And I 
wonder if you might speak about that. 

Mr. Vedder. Certainly. If you look at the Bureau of Labor Statis- 
tics data, of people who are working with college degrees in the 
United States today, nearly half of them are in jobs that the BLS 
at least has characterized as jobs that do not require 4-year de- 
grees. 

Now, that statistic has to be taken with a little bit of a grain of 
salt. I am the first to admit there are judgment calls of what is and 
what is not. The unemployment rate among college graduates 21 
to 24 , just right out of college, last year was above the overall U.S. 
unemployment rate. 

Ms. Jones’ story, which I think is a compelling story, is a story 
of someone who has worked hard and so forth, but she is making 
$10 an hour or $13 an hour. And this goes back to actually Senator 
Wyden’s great bill that wants to bring more information to the stu- 
dents before they make these wrong decisions. I think there is a 
huge information problem here. I see we are out of time — 

Senator Stabenow. Yes. 

Mr. Vedder. Although I do not know who is running the hearing 
now, so maybe we are not out of time. 

Senator Stabenow. I think Senator Wyden is. 

[Laughter.] 

Senator Stabenow. Let me just say in conclusion that I do not 
hear anywhere from any business or anybody that I work with 
right now that we need less education for folks. But thank you 
again, Ms. Jones, and we are going to do everything we can to give 
you a fair shot to lower those costs so you can actually buy a house. 

Senator Wyden. [Presiding.] Senator Kaine. 

Senator Kaine. Thank you. Senator Wyden, and thanks to the 
Committee members. 

Ms. Jones, as a Richmond resident like you, I really appreciate 
your testimony, and let me just read for the record again some- 
thing you read, but I do not want it to pass unnoticed: “Student 
loan debt has been the driving force of my decisions for the last 8 
years of my life, and according to my current repayment plan, it 
is projected to be for the next 25 years of my life well into the years 
for which I would be planning for retirement.” That is a powerful 
statement. That is a powerful statement. 

I would like to be a student in your class because somebody who 
wants to be a teacher as much as you do, somebody who has been 
willing to take on your shoulders that much debt and still fight to 
achieve your dream of being a teacher, somebody who is willing to 
move halfway across the country to get a master’s degree, you are 
going to be — I know you are and are going to be one fantastic 
teacher. So I thank you for your commitment. 

I really want to focus on the cost of this equation, as Dr. Vedder 
did, bringing down the cost of higher education. I support so many 
of the issues on loans, the ability to refinance a student loan, but 
I really am focused on these cost issues. And I think we probably 
have done a disservice to students and their families by not laying 
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out in a more clear fashion as a public policy matter lower-cost 
ways to get the kinds of skills or degrees that you need to succeed. 

So, for example, one kind of skill you can get is not a college de- 
gree but a license or a professional credential. The Georgetown 
Workforce Center says that 27 percent of young workers with li- 
censes or certificates earn more than those with bachelor’s degrees. 
It is not that you do not get education after high school, but some- 
times the right education is an American Welding Society certifi- 
cate — my dad was a welder — a Cisco Systems Administrator certifi- 
cate. I do not think we coach and counsel our young people that 
there are ways to get the credentials to enable you to work that 
are not the same as higher education degrees. And most of our fi- 
nancial aid policies, you know, you cannot use, for example, mili- 
tary tuition assistance benefits, $4,500 a year to active-duty mili- 
tary, for college or community college courses, you cannot use those 
benefits to pay a $300 certification exam. It is foolish. 

Second, we have dual enrollment possibilities for students, and 
more and more States are embracing the notion that students 
while they are in high school should be able to get dual enrollment 
credits. You cannot use Pell grant credits, you cannot use the cur- 
rent Pell grant program to pay for college credits that you can ob- 
tain for a really cheap cost in high school with dual enrollment. 
That is a cheaper way to get college credit. I was able to graduate 
from college in 3 years because of dual enrollment, and it was enor- 
mously helpful to my family. My family could not afford the col- 
leges I got into when I first applied, and they had to tell me when 
everybody else was celebrating their colleges, ‘You are going to 
have to go talk your way into someplace late, because everywhere 
that accepted you is too expensive for us.” 

But dual enrollment is a way to reduce college costs. AP credits 
are a way to reduce college costs. Two Plus Two programs, Ms. 
Jones, you know, a lot of students now today — this was not hap- 
pening so much for me, but a lot of students now in your shoes are 
going to J. Sergeant Reynolds for 2 years and then going to VCU. 
And when they do that, their total cost shrinks. But for them to 
do that, somebody has had to sit down with them and counsel them 
about this as a path. You can get a 4-year degree from the same 
college you did, and it will be 25 or 30 percent cheaper if you start 
at the local community college. 

What this tells me is — I am concerned about debt, but I am prob- 
ably most concerned about this college cost issue. And I do think 
there are already a number of pathways for people to get college 
degrees or the credentials and certificates that will enable them to 
work. But we have an obligation to provide better information. And 
we also have an obligation to provide policies that do not discour- 
age or treat as sort of second-class education some of the things 
like the professional certificates and certifications. 

I would like to ask both Mr. Chopra and Dr. Vedder, in terms 
of the information provision — I know. Dr. Vedder, you have some 
concerns about the grading system, and I do, too, because I think 
grades could obscure more than they reveal in terms of quality. But 
in terms of providing students and parents with information earlier 
in their lives so they can make decisions, what more can we do at 
the Federal level using the leverage of the investment we make? 
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Mr. Chopra. Well, one of the things that we have noted is that 
it is also very difficult to even compute what the cost, true cost of 
college is for many families. Not only do tuitions change from year 
to year, but also it is a challenge to project what your monthly pay- 
ment will be when you take on a certain amount of debt this year. 

So just like we saw in the mortgage market, where interest rates 
might reset or conditions change, people really are rolling the dice. 
The CFPB has created a number of tools to assist with this, but, 
of course, there can be more that should be done. 

Senator Wyden. The time of the gentleman has expired. 

Our Chair has come back, and, Angus King, you are up. 

Senator King. Thank you. Senator Wyden. Very good testimony. 
Thanks to all three of you. 

It seems to me that one of the things that we have talked 
about — and, Ms. Jones, you touched on this in your answer to ques- 
tions from Senator Murray — is that there are programs like the in- 
come-based repayment that apparently have a very low uptake 
rate. Isn’t one of the things we should do, regardless of what we 
do about interest rates or refinancing, to make more information 
available to borrowers, both at the beginning and at the end of 
their schooling so they know what these options are? Ms. Jones, 
that would have helped you dramatically, apparently. 

Ms. Jones. It definitely would have helped in the beginning to 
know instead of — well, to know what I was getting into when I 
signed my promissory notes. I think at the beginning you are so — 
you were told, “This is what you need to get through college, and 
if you use this, then you can deal with it afterwards. But right 
now, you will not be incurring interest on your subsidized loans, 
take those first. Then you will take your unsubsidized loans, and 
we will talk about that more once you take your exit exam and 
your exit counseling upon graduation.” But what I realize is that 
in doing — even in not knowing, we are losing potentially great 
teachers. They are walking away from the profession because they 
cannot afford the education they need. 

Senator King. Right, but there may be options that they have 
that they do not even know that they would have that would help 
them stay in the profession, which is absolutely what we want. 

Mr. Chopra, what about it? You have worked in this field. There 
are something like seven different repayment options. How about 
streamlining those, making it more available, making more infor- 
mation available? Isn’t that one thing we ought to do regardless of 
what else we do here? 

Mr. Chopra. Yes, simplicity of how to repay your loans I think 
is a very important goal. I am also struck by — I recently heard 
from a former employee, a student loan servicer, and they had told 
me that, you know, they are evaluated partially on how quickly 
they can get someone off the phone who calls them for help. So that 
can lead to very quick interactions or being transferred, and you 
might get the short cut answer rather than the answer that ulti- 
mately is better for the owner of the loan, for the borrower, and 
maybe even the economy more broadly if it avoids default. So ad- 
dressing those incentives is also a major concern. 

Senator King. I think that is something we really need to look 
at regardless of what else we do. 
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Mr. Vedder, I enjoyed your testimony. I will share with you a 
story that you can use next time. 

Mr. Vedder. Okay. 

Senator King. In a former life, I was a talk-show host, and I 
interviewed in the late 1970s a financial aid officer at one of our 
colleges in Maine. And we talked about college tuition and how it 
goes, and he said an interesting thing. He said, “You know, for the 
past 40 years, the cost of a good private college has been about the 
same as a new Ford.” In the 1940s, it was $1,000, and it gradually 
went up in the 1960s to $3,000. But something happened, because 
a new Ford today is about $20,000, and the cost of a private college 
education is approaching $60,000. 

I think we need to explore. Madam Chair, why that happened, 
have colleges come and tell us why what they sell has increased 
two and three times the rate of inflation and what it is they are 
buying that costs so much that is causing college costs — because we 
are talking about the financing costs, but the real underlying prob- 
lem is the cost of the product. And as you pointed out, if tuition 
had risen at the rate of inflation since 1978, we would not be hav- 
ing this hearing. 

Mr. Vedder. Exactly. 

Senator King. And so we have got to be focusing on that. But 
I am concerned, and part of it is accountability. But I want to be 
sure when we talk about accountability and holding schools ac- 
countable that we apply standards such as gainful employment and 
graduation rates and those things, that we do not penalize those 
institutions that are taking higher risks with lower-income and 
not-college-experienced students. 

Mr. Chopra, would you comment on that? 

Mr. Chopra. The CFPB is not — we are not exploring that specific 
regulation. That is the Department of Education. What I can say 
is, though, aligning the incentives between the schools, whatever 
loan programs or financial services institution, and the students 
are important. And we want to examine how we can increase ac- 
countability so that outcomes are improved for everybody, regard- 
less of where they come from. 

Senator King. I think we all want to increase accountability. All 
I am saying is I think we have to be careful how we do it, that we 
do not inadvertently penalize the very students we want to get into 
the system by placing requirements that would be — that would dis- 
incentive — that is not really a word, that would punish schools that 
are taking the risks to bring those students — to give those students 
an education. 

Thank you all very much. Thank you. Madam Chair. 

Chairman Murray. [Presiding.] Thank you very much. 

Senator Wyden? 

Senator Wyden. Thank you. Chair Murray, and thank you for 
your years of passion and commitment to this effort. And it is par- 
ticularly timely right now. I think we understand that our students 
are just getting smothered with these costs and these bills. They 
are up to their eyeballs in debt, and this is having a huge effect 
on their ability to have the productive life that they would want, 
and it takes a toll in a myriad array of ways. 
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Recently, I was making a tour of college campuses in Oregon and 
talked about a piece of legislation I will describe in a minute, and 
a young woman came up to me and said, “You know, I owe 
$50,000, $60,000. What I want to do more than anything else is I 
want to have a family, and I am not convinced somebody will 
marry me when I am carrying around those kinds of debts.” 

And, you know, she teared up, and we talked about various kinds 
of options. But I think that is pretty representative of what is going 
on out there. This is taking an enormous toll, in effect putting stu- 
dents and young people in shackles. And it seems to me there are 
two kind of pieces to the puzzle. The first is we have got to help 
the students who are underwater, and I appreciated what you and 
other students have had to say about that, Ms. Jones, and whether 
it is refinancing, income-based repayments, I am open to a variety 
of different approaches. 

The second is a different kind of issue, and that is, making sure 
that not only do we get students in the door, but they get more 
value for their education. And Senator Rubio, Senator Warner, and 
I have introduced a piece of legislation called “The Student Right 
to Know Before You Go Act.” So for the first time it would be pos- 
sible for students to get this information in one place and, heaven 
forbid, when students and families find out about a school that is 
doing a good job in terms of graduation rates, a lack of needed re- 
medial education which you earn at a school, if a school is doing 
a good job and another school is not doing a good job, the other 
school better clean up its act or, you know, heaven forbid, market 
forces would kick in and that would, in effect, advance the schools 
that are doing a good job. 

My understanding — and I want to start with you on this. Dr. 
Vedder, but I know all three of you have views on this. To get the 
kind of data you need to really do this right, it is going to take a 
piece of legislation, whether it is the bill that Senator Warner, Sen- 
ator Rubio, and I have or something close to it — and, by the way, 
other Senators have bills that, you know, for purposes of Govern- 
ment work it is close enough. And I think this is what is needed. 
Are we going to be able to get the data that we need to really set 
up this kind of seamless opportunity for students to get more value 
for their education along the lines of what I have kind of capsulized 
here this morning? 

Mr. Vedder. Well, Senator, first of all, let me say I am very, very 
pleased that you have introduced this legislation, and I have writ- 
ten on it publicly on several occasions. It is ironic that the univer- 
sities that are in the knowledge business are sometimes very reti- 
cent about providing knowledge about their own students, what 
they are learning, what they are earning after they graduate. Of 
course, the colleges themselves do not often have that information. 

The IRS could provide enormously useful information on the 
earnings of graduates by majors, by institutions, and so forth, in 
this modern age without violating privacy or anything. Why don’t 
we do that? I mean, we collect all this data. The Social Security 
Administration has the capacity to provide a lot of information. 

If part of the problem is student financial burden, shouldn’t the 
students know at least what is the probability they are going to 
earn a certain amount of money when they graduate? And so I 
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think information bills are important. I think they are low cost. 
They are consumer friendly. Markets work better when there is 
more information around by all parties, and I think the efforts that 
you and Senator Rubio and Senator Warner and others are making 
is one of the few positive developments in this area right now. 

Senator Wyden. I want to let Senator Murray have a chance to 
summarize, because we are going to have a vote in a minute. I am 
something of a privacy hawk around here. You can see that with 
the NSA and a whole host of other issues. So we have tried very 
hard to have significantly stronger privacy protections than you 
have today under a variety of these programs. And my last request, 
you know, Ms. Jones, I have followed your good work. We would 
very much like to work with you and the other students on this so 
we really get this right, we lock in the privacy that your generation 
deserves, we deal with the refinancing or repayment or whatever 
is necessary, and we in particular get the counsel you students 
who, as I described it, are getting smothered and really facing 
these problems because there has been so much foot dragging here. 
And I think now is really the time. And, Chair Murray, again, for 
all your leadership, my thanks, and I look forward to working with 
you. 

Chairman Murray. Well, I want to thank our witnesses for being 
here today. I really appreciate your input on this. I want to thank 
all of our members. There was a very high participation rate today 
I think because this is an issue that is impacting so many families 
and communities and future economic possibilities for our country. 
It is one we have got to address. I am looking forward to working 
with all of you to do that. So, again, thank you. 

Thank you to Senator Johnson for filling in today. I gave him an 
A as a former teacher for how he performed today. 

[Laughter.] 

Chairman Murray. But thank you again to all of our witnesses, 
and this is a topic that we will continue to have much discussion 
around. Thank you. 

[Whereupon, at 11:30 a.m., the Committee was adjourned.] 
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! submit to the record the following two news articles in addition to my statements at the hearing. 
Submission 1 


From Politico, by Libby .A, Nelson, published Aug. 9, 2013 
Law schools devise debt-free path to degree 

The pitch could be straight from a late-night infomercial: Get a law degree with no money down 
and don’t spend a penny of your own paying the loan back. 

But that’s the promise that law schools at Georgetown University, New York University, the 
University of California-Berkeley and other top universities are making to some graduates. If they 
spend 10 years outside the private sector, the law school will make their loan payments for a 
decade. Then, starting four years from now, a federal program kicks in to forgive the remaining 
balance, often more than $100,000. 

The schools are exploiting a loophole that could lead to billions of dollars in written-off federal 
student debt and both education activists and lawmakers want to crack down on the practice, The 
New America Foundation has wanted of an “undeserved bonanza for wealthy lawyers and 
expensive law schools.” 

“It lends itself to giving a big windfall to people who don’t really need it, as opposed to people 
who would otherwise be in default,” said Rep. Tom Petri (R-Wis.), who has introduced a bill with 
Rep. .lared Polis (D-Colo.) to overhaul the nation’s student loan repayment process. 

But many don’t expect Congress to address the issue until loan forgiveness begins in 2017, or 
until lawmakers rewrite the Higher Education Act — whichever comes first. 

Top law schools have long helped graduates who choose public service over corporate law repay 
their loans after graduation. For graduates who went to work in a legal position at a government 
or nonprofit, schools would help cover loan payments for up tolO years. The idea was to help 
graduates pay off six-figure debt on a five-figure salary. 

But the programs couldn’t usually cover students’ entire monthly loan payment, which nationally 
averages more than $1,000. And once the 10 years were up, graduates were on their own to pay 
the remaining balance. 
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Then Congress made two changes to student loans that magnified the power of school assistance 
programs, said Jason Delisle, director of the Federal Education Budget Project at the New 
America Foundation. Starting in 2006, graduate students could for the first time borrow enough 
from the federal government to cover the entire cost of their education. 

Then, in 2007, Congress created a sweeping public service loan forgiveness program. Borrowers 
who work for a nonprofit or the government for 10 years and make payments based on their 
income have their student loan balance canceled when the decade is up. 

“You’ve got an open-ended amount that can be borrowed, and an open-ended amount that can be 
forgiven,” said Delisle, who estimated the average Georgetown Law graduate in the program will 
walk away from $158,000 in federal debt. 

Law schools — which are, after all, filled with lawyers — looked at the new laws and saw an 
opportunity. Income-based monthly payments are lower than standard payments, so the schools 
could cover graduates’ payments entirely for the first 10 years. The money for law school 
repayment assistance programs usually comes out of tuition mostly paid with federal student 
loans; at Berkeley, for example, it’s part of the fee that all professional-degree students pay. 

The government’s loan forgiveness program would do the rest. Without drawing down 
endowments or draining financial aid accounts, law schools could promise an (eventually) free 
education for public service students. 

And plenty now do: Besides Georgetown, NYU and Berkeley, programs at Washington 
University in St. Louis, Duke, George Washington University, Columbia University and others 
tell .students they can combine loan forgiveness with school loan assistance programs. “Public 
interest borrowers,” Georgetown promises, “might not pay a single penny on their loans — ever!” 

Students are taking them up on the offer. At Georgetown, 350 borrowers are enrolled in the loan- 
repayment assistance program promising full forgiveness eventually. At Berkeley, there are 263, 
although some are students who graduated before the loan forgiveness legislation took effect and 
won’t have their entire loan canceled. 

The average Georgetown Law graduate has almost $150,000 in debt by commencement. At 
Berkeley, the average debt at graduation is about $1 15,000. The income-based payments 
graduates make for 10 years sometimes barely cover the interest, said Dennis Tominaga, assistant 
dean of financial aid at the Berkeley law school. 

“The amount of debt they’ve acquired, that could be astounding to some people,” Tominaga said. 
“That’s probably the equivalent of a small mortgage in some places.” 

There’s no way of projecting now how many students will fulfill the 1 0-year public service 
commitment to get forgiveness. But right now, Tominaga said, it seems that many will: Four 
years before the first wave of forgiveness hits in 2017, borrowers are being meticulous about 
collecting and submitting the reams of documentation they will need. 

So far, the program has attracted little attention outside law schools. Advocates for income-based 
student loan repayment, which can be a lifeline for borrowers who are underemployed or in low- 
paying jobs, have been hesitant to point it out. Even if Congress makes changes if forgiveness 
proves costly, they’re unlikely to apply to borrowers who took out loans while the program was 
in effect. 
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Tominaga and other law school adminisMors say they don’t see their programs as taking 
advantage of a loophole. Their goal is to help their graduates pursue public service without the 
burden of debt, they say. 

The Georgetown loan repayment program is driven by the school’s Jesuit mission, said Charles 
Pruett, an assistant dean. “Dollars could be spent on the front end with scholarships to attract a 
class, or they could be spent while the students are here to make them happy,” he said. “It’s a 
demonstration and a commitment.” 

Georgetown Law students collectively pay almost $2.5 million per year in loan origination fees 
alone, Pruett said. And many graduate loans before this year had interest rates of 7.9 percent. 

Even if the Education Department writes off six-figure debts for a small proportion of the 
school’s graduates, he said he thinks his students in the aggregate are paying in significantly more 
than they’re taking out. 

The Education Department did not respond to a request for comment. 

“We have some folks out there that are beating a drum that this is sort of a wasteful program,” 
Pruett said. “The question is, in society, do we need to make sure the indigent have 
representation? I think one of the ways you can do that is making it possible for people to go from 
quality schools to offer those services.” 

That’s not how the program should be evaluated, said Delisle, who recommends limiting loan 
forgiveness to $30,000. Financial aid has had to fight for every dollar in an era of tight budgets. 
The Pell Grant, the bedrock financial aid program for low-income students, faces a deep shortfall 
after 2015 and has been trimmed back several times in the past two years. That grant provides 
$5,645 per student per year. 

“The federal government is going to spend way more money forgiving the debt of Georgetown 
law grads than they are sending low-income kids to Georgetown undergrad,” Delisle said. 

The real test for the program will come in 2017, when the Education Department starts writing 
off the first borrowers’ debts. Tominaga said he hopes lawmakers take a deep look at the data 
then to examine costs and benefits. 

Already, he said, students and graduates are worried the program won’t last long. 


Submission 2 


From The Wall Street Journal, by Josh Mitchell, published April 22, 2014 

Student-Debt Forgiveness Plans Skyrocket, Raising Fears Over Costs, Higher Tuition 

Some Law Schools Advertise Their Own Plans to Cover Loan Repayments 

Government officials are trying to rein in increasingly popular federal programs that forgive some 
student debt, amid rising concerns over the plans' costs and the possibility they could encourage 
colleges to push tuition even higher. 
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Enrollment in the plans — which allow students to rack up big debts and then forgive the unpaid 
balance after a set period — ^has surged nearly 40% in just six months, to include at least 1 .3 
million Americans owing around $72 billion, U.S. Education Department records show. 

The popularity of the programs comes as top law schools are now advertising their own plans that 
offer to cover a graduate's federal loan repayments until outstanding debt is forgiven. The school 
aid opens the way for free or greatly subsidized degrees at taxpayer expense. 

At issue are two federal loan repayment plans created by Congress, originally to help students 
with big debt loads and to promote work in lower-paying Jobs outside the private sector. 

The fastest-growing plan, revamped by President Barack Obama in 201 1, requires borrowers to 
pay 10% a year of their discretionary income — annual income above 1 50% of the poverty level — 
in monthly installments. Under the plan, the unpaid balances for those working in the public 
sector or for nonprofits are then forgiven after 10 years. 

Private-sector workers also see their debts wiped clean — after a longer period of 20 years — 
reflecting a government aim to have no one, wherever they work, paying down student debt their 
entire working life. 

An independent study estimates the future cost of the 201 1 program, known as Pay As You Earn, 
could hit $14 billion a year. 

The Obama administration has proposed in its latest budget released last month to cap debt 
eligible for forgiveness at $57,500 per student. There is currently no limit on such debt. 

The move reflects concerns in the administration not Just about the hit to the government, but 
over the risk that promising huge debt forgiveness could make borrowers and schools less 
disciplined about costs. Colleges might charge more than they would otherwise, leading students 
to borrow more. 

Federal data show tuition and fees are up more than 6% a year on average in the past decade, 
more than 2 1/2 times inflation. 

Congress is unlikely to pass the proposed revamp this year, but the administration has pushed 
other changes, such as extending the forgiveness window to 25 years for the most-indebted 
students. The main aim, administration officials say, is to curb eligibility for forgiveness while 
allowing more borrowers to repay loans based on their income. 

Dorie Nolt, a spokeswoman for Education Secretary Arne Duncan, said the proposals are meant 
to ensure the "neediest borrowers" benefit and to protect the program from "institutional practices 
that may further increase student indebtedness." 

Supporters of the forgiveness program say it is working largely as designed. 

"Given the increasing cost of college, the need to borrow money to cover tuition payments can 
price students out of socially important but historically low-paying Jobs, like teaching and social 
work," said Rep. George Miller of California, the senior Democrat on the House education 
committee. 

A top Senate Republican, however, is calling for change. 
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"Income-based repayment can be a way for students responsibly to manage debt, but it should not 
be a bailout for students who borrow too much or for schools who charge too much," said Sen. 
Lamar Alexander of Tennessee, the ranking Republican on the Senate Education Committee. 

Law schools at Columbia University, the University of Chicago and Georgetown University are 
among those offering some graduates additional aid to cover all or part of their minimum monthly 
payments under the federal plans. 

Max Norris, a 29-year-old lawyer for the state of California, illustrates the potential costs of the 
program. He pays about $420 a month to the Education Department on his $172,000 in debt, 
which he says fails even to cover the interest owed. But his out-of-pocket expense falls to $100 
monthly after aid from his school. University of California's Hastings College of Law. 

Mr. Norris, who makes $60,000 a year in his job, would have about $225,000 in debt forgiven 
after 10 years, assuming he stays in public service and his salary rises 4% annually, according to 
a repaymentcalculator created by the New America Foundation, which advocates less-generous 
forgiveness. 

He said he learned of the programs before enrolling. "My intent the whole time in going through 
law school was to take advantage of this program," he said. 

Schools aren't shy in touting the programs' benefits. 

Georgetown said on its law-school website until recently the school's aid combined with the 
federal plan "means public interest borrowers might not pay a single penny on their loans — ever! " 
A school spokeswoman said the statement was removed this year in light of the proposed changes 
in Mr. Obama's budget. 

Georgetown Law Dean William Treanor said the school sees steering graduates to public-service 
Jobs as part of its Jesuit mission. The school, which assists only those who go on to work in the 
public sector, spent about $2 million last year covering payments for those in the federal program, 
he said. In all, 432 Georgetown graduates are now in the program, up from 264 in 2012. Annual 
tuition is $50,890. 

Mr. Treanor said the program doesn't influence the prices the school charges its students. 

The plans' long-term costs have greatly outpaced the government's predictions. In the last fiscal 
year, debt absorbed by the repayment plans from the most widely used student-loan program — 
Stafford loans — exceeded government expectations from a year earlier by 90%. 

A report last week from the Brookings Institution, a centrist think tank, offered one of the few 
preliminary examinations of the programs' impact. The most popular plan could cost taxpayers 
$14 billion a year if it becomes available to all borrowers as Mr. Obama has proposed, while 
fueling tuition inflation, it said. 

"Loan forgiveness creates incentives for students to borrow too much to attend college, 
potentially contributing to rising college prices for everyone," the study said. The authors 
recommend scrapping the forgiveness provisions. 
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Student debt has nearly doubled since 2007 to $1.1 trillion, disproportionately driven by the 
growth in graduate-school debt. 

The government has offered some form of income-based repayment since the early 1990s, but 
few studentsfound the terms enticing. But in 2007, Congress allowed borrowers working in 
nonprofit and government jobs to have unpaid debt forgiven after 10 years, and cut monthly 
payments for new borrowers to 15% of discretionary income. 

In 2010, it cut those payments to 10% for borrowers who took out loans from 2014. A year later, 
Mr. Obama, through executive action, moved up the date when borrowers could qualify for the 
new terms, creating a program for those who took out loans from 2011, The White House this 
year has proposed making the program available to all student borrowers, regardless of when they 
signed their loans. 

The popularity of the programs surged after the Obama administration began to promote them, 
starting in 2012, on the Internet and later through email to borrowers. 

Supporters of generous loan-forgiveness plans for public-service workers say the policy helps 
talented workers stay in jobs that typically pay less than the private sector. 

"As soon as the government had them trained up for public jobs they left it. It was an incredible 
cost," said Philip Schrag, a Georgetown University professor who has researched the income- 
based repayment programs. 

The plans are designed to help people like Jacqueline Grippe, a Monroe County assistant public 
defender in Rochester, N.Y. Using an income-based repayment plan, Ms. Grippe pays about $350 
a month toward her roughly $ 1 80,000 in debt, most of it accrued at Syracuse University's law 
school, from which she graduated in 2012. 

That keeps her payment manageable on a $58,500 salary, she said, and relieves the pressure of 
having to find work at a higher-paying law firm. Syracuse isn't assisting in the payments. 

"Being in the public sector is a calling for me," said Ms. Grippe, 29, Without the repayment plan, 
she said, "I don’t know what I would do." 
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Questions for Rohit Chopra. Student Loan Ombudsman. Consumer Financial Protection 
Bureau, from Senator Nelson: 

1 . In terms of economic growth and international competitiveness, does having a more skilled 
workforce offset the cost of education financing programs to taxpayers? 

Response: 

The Consumer Financial Protection Bureau (Bureau) is focused on making consumer financial 
markets work better for the American people. A fair and properly functioning student loan 
marketplace is important to ensuring Americans can pay for college and acquire skills necessary 
to innovate in a highly competitive global economy. 

The numbers still show that it pays to go to college. College graduates continue to earn more 
than those with no college; the difference amounts to a premium of more than 70 percent for 
recent graduates. The gap between the earning power of a young graduate with a college degree 
and a young high school graduate is now the widest it has been in at least 40 years. 

Higher education remains the surest path to a good career and job security. The imemployment 
rate for workers with college degrees is 4.1 percent, compared to 8.4 percent for those with just a 
high school diploma.' For younger workers, the unemployment rate for those with college 
degrees is 8.9 percent compared to over 1 3 percent for those with just a high school diploma.^ 

As your question indicates, American businesses require an educated and skilled workforce to 
drive innovation and global competitiveness, which underscores the impact of the student loan 
market on economic growth and the importance of our efforts to make this market work better 
for the American people. 

2. What do you think the Federal government should do to address the student debt crisis for 
those currently in debt? 

Response 

The Consumer Financial Protection Bureau (Bureau) has published several reports addressing 
the broader impact that high student debt burdens may have on the economy, and describing 
potential policy and market-based solutions for policymakers’ consideration. 

In May 2013, the Bureau published a report entitled, Student Loan Affordability, which analyzed 
public comments, submitted in response to a Request for Information soliciting input on 


' Bureau of Labor Statistics: Current Population Survey, Household Data, Table A-4, Employment status of the 
civilian population 25 years and over by educational attainment (June 2012). 

* Bureau of Labor Statistics: Current Population Survey, Household Data, Table A-16, Employment status of the 
civilian non-institutional population 1 6 to 24 years of age by school enrollment, age, sex, race, Hispanic or Latino 
ethnicity, and educational attainment (June 2012). 
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affordable repayment options for borrowers with existing student loans. The report described 
potential policy and market-based solutions to jumpstart a refinance market and spur loan 
modification activity.* 

In October 2013, the Bureau published a report entitled. Annual Report of the CFPB Student 
Loan Ombudsman, which is a required report under the Dodd-Frank Wall Street Reform and 
Consumer Protection Act (the Dodd-Frank Act). The report recommended that Congress 
examine recent reforms to the credit card and mortgage servicing markets and determine whether 
they may be applicable to the student loan servicing market."' 


^ Consumer Financial Protection Bureau, Student Loan Affordability, available at 
http://www. consnmerfinance. gov/reports/student-han-qffbrdability/ 

^ Consumer Financial Protection Bureau, Annual Report of the CFPB Student Loan Ombudsman, available at 
htQ3://www.consumerfinance.gov/reports/annuai-report-of-the-cfpb-student-loan-ombudsman>2013/ 
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Olteslfon for Rohit Chopra. Student Loan Ombudsman. Consume r Financial Protection 
Bureau, from Senator Baldwin 

1 . A constituent from Marshfield wrote me recently about loans she took out for her daughter's 
education and believed that she had finished paying it off years ago, only to find out of the 
blue that there were claims that she still owed money. I am wondering if you can speak to 
how stronger requirements for student loan servicers like the ones-could give students 
valuable information? 

Response 

In the Consumer Financial Protection Bureau’s (Bureau) most recent Annual Report of the CFPB 
Student Loan Ombudsman, we analyzed complaints we have received from private student loan 
borrowers.'^ In this report, the Bureau highlighted complaints similar to those of your constituent 
from Marshfield. We detailed complaints from consumers facing payment processing pitfalls that 
lead to increased costs, prolonged repayments, and harm to their credit profiles. In this report, 
the Bureau outlined a number of areas where mortgage borrowers and credit card users may have 
rights and protections under specific federal consumer financial laws and regulations, including 
the Real Estate Settlement Procedures Act (RESPA) and the 2009 Credit CARD Act. As noted 
in the report, complaints on student loan servicing have mirrored problems heard from consumers 
in the mortgage and credit card market. The report also recommended that Congress examine 
recent reforms to the credit card and mortgage servicing markets and determine whether they 
may be desirable for the student loan servicing market. 


Consumer Financial Protection Bureau, Annual Report of the CFPB Student Loan Ombudsman, available at 

http://www.consumerfinance.gov/reports/annual -reportKif-the-c^b-student-loan -ombudsman-2013/ 
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Questions for Rohit Chopra. Student Loan Ombudsman. Consumer Financial Protection 
Bureau, from Senator Sessions 

1. In a speech before the 2014 Boulder Summer Conference on Consumer Financial Decision 
Making, you mentioned that the Bureau is "working closely with other regulators to 
incentivize student loan servicers to provide more modification and refinancing options for 
private student loans.” 

• Please provide an update of the Bureau's efforts. 

• What incentives are you providing? 

• What is the expected effect on the federal budget? 

Response 

The Consumer Financial Protection Bureau (Bureau) has heard from thousands of consumers, 
who want to meet their obligations, but who face obstacles when seeking to modify their loans’ 
repayment terms during periods of financial hardship. The inability of lenders and servicers to 
initiate alternative repayment plans is a disincentive to accomplishing what could benefit both 
the creditor and the borrower, and continues to be a sign that this market functions poorly. 

In July 2012, the Bureau and the Department of Education submitted a report to Congress 
detailing the private student loan market. The report found that, as of the end of 201 1 , there were 
more than $8 billion in defaulted private student loan balances, with even more in delinquency. 

In general, private student loans do not feature modified repayment options such as income- 
based repayment for borrowers with partial financial hardship or rehabilitation options for 
borrowers in default.'* 

Last year, the Federal Deposit Insurance Corporation (FDIC), the Federal Reserve Board of 
Governors (FRB), and the Office of the Comptroller of the Currency (OCC), provided 
information to supervised entities regarding private student loan workouts. The agencies 
encouraged financial institutions to work constructively with private student loan borrowers 
experiencing financial difficulties. They noted that prudent workout arrangements are consistent 
with safe and sound lending practices and are generally in the long-term best interest of both the 
financial institution and the borrower. 

In addition, the Bureau has sought to identify opportunities to reduce the fixed costs of alternative 
repayment options, or loan modification, as high fixed costs to modify loans creates a 
disincentive to mutually beneficial workouts. Borrowers with federal student loans currently 
have access to an electronic portal to submit key information to federal student loan servicers in 
order to enroll in alternative loan repayment programs. The Bureau and other agencies have held 
discussions with private student loan market participants about whether adapting this existing 

' * Consumer Financial Protection Bureau and Department of Education, Report on Private Student Loans, available at 
http;//www. consumerfinajice.gov/reports/private-student-loans-report/ 
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system might be helpful, given that a large share of private student loan borrowers also have 
outstanding federal student loans. 

2. In an August 20 1 3 analysis of student loan data released by the Consumer Financial 
Protection Bureau, the CFPB determined the average balance of borrowers in default was 
around $14,000, while the average balance for borrowers in income-based repayment was 
$56,000. When Congress first passed this income based repayment program in 2007, it was 
intended to serve as a "safety net" for borrowers struggling to "get on their feet" after they 
finish college. 

• Given these average balances, please present evidence that this repayment program is 
working as intended. 

• Is the Bureau concerned with the number of high-debt borrowers enrolled in these 
repayment plans? 

• Please provide projections for the number of borrowers enrolled in income-driven 
repayment plans, if you have these projections. 

• Please provide projections on the anticipated costs of this program, if you have such 
projections. If you do have them, please provide a statement of your projection 
methodology. 

Response 

The Income-Based Repayment program was authorized by Congress in an amendment to the 
Higher Education Act of 1965 included in the College Cost Reduction and Access Act of 2007. 
Pursuant to the Higher Education Act, the Department of Education is the federal agency tasked 
with administering the income-based and other alternative payment plans. 

As I stated in my written testimony, financial regulators and the public lack access to basic, 
fundamental data on student loan origination and performance. For example, we do not know 
whether the average balance of borrowers in default is low due to seasoning effects or to the 
level of the original balance. Increasing transparency of the marketplace will help policymakers 
and the public better understand these market trends and whether certain programs are achieving 
intended goals. 
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Questions for Rohit Chopra. Student Loan Ombudsman. Consumer Financial Protection 
Bureau, from Senator Wvden 

1 . Mr. Chopra, I understand that the Consumer Financial Protection Bureau provides a Know 
Before You Owe website where college-bound students can use a Financial Aid Shopping 
Sheet to compare the costs of attending a number of schools along with the financial aid 
packages for which they are eligible - based on data provided on financial aid forms - to 
arrive at a bottom line, net cost of attendance. Has there been any effort to include estimated 
tax benefits as part of potential student aid coming up with this bottom line? 

Response 

The Consumer Financial Protection Bureau’s (Bureau) ‘Paying for College’ initiative is a suite of 
online tools for students and families evaluating their higher education financing options - 
comparing college costs and financial aid, learning about college money and loan options, and 
assessing repayment options. The purpose of the Bureau’s ‘Paying for College’ tool is to help 
consumers make informed financial decisions about how to pay for college and repay student 
debt. Paying for College allows consumers to see the future costs and risks of different financing 
options. The Bureau’s website also includes information to alert consumers to certain tax 
benefits that may be available to student loan borrowers.'* However, the Bureau’s tools that 
assist borrowers in projecting their future debt burdens do not currently consider tax benefits. As 
we continue to refine and enhance these tools, we will assess w'hether more specific information 
on tax benefits may be useful to users of these tools. 

2. Is it your impression that students and families are taking federal tax benefits into account 
when making their post-secondary education decisions? Do you have recommendations for 
either: how Congress or the Administration can improve awareness of tax incentives for 
higher education OR how Congress can improve the structure of these tax incentives to make 
them more effective? 

Response 

The Bureau is not aware of existing data analyses on whether tax incentives are influencing 
students’ and families’ higher-education related decisions. However, the Bureau has taken steps 
to inform consumers of existing tax benefits and to encourage personal savings at tax time. The 
Bureau plans to continue our partnership with the Volunteer Income Tax Assistance (VITA) 
program to ensure fliers are able to take advantage of piotential tax benefits, including those for 
higher education expenses. 


Consumer Financial Protection Bureau, AskCFPB, available 
at httD://w'vw.consumerfinajce.eov/askcfob/599/do-federal-.student-loans-affect-mv- 
taxes.html httD://www.coiisumerfinance.gov/askcfi3b/623/d<>-Drivate-student-loans-affect- 
mv-taxes.html 
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Questions for Rohit Chopra. Student Loan Ombudsman. Consumer Financial Protection 
Bureau, from Senator Enzi 

1 . What proportion of private student loan borrowers registered complaints with the Consumer 
Financial Protection Bureau (CFPB)? What is done with complaints relating to the 
origination of federal student loans? 

Response 

As I stated in my written testimony, financial regulators and the public lack access to basic, 
fundamental data on student loan origination and performance. Private student lenders and 
servicers rarely report key data, such as the number of private student loan borrowers in their 
portfolios, which would allow us to calculate proportions of the market. 

The Dodd-Frank Wall Street Reform and Consumer Protection Act (the Dodd-Frank Act), which 
established an ombudsman for private student loans within the Consumer Financial Protection 
Bureau (Bureau), requires the ombudsman to compile and analyze data on private student loan 
borrowers’ complaints and submit an annual report to Congress.* In our most recent Annual 
Report of the CFPB Student Loan Ombudsman, we were careful to note that our observations are 
not based on a representative sample and should not be used to draw conclusions as to the 
prevalence of the issues in the marketplace. Instead, we identified that the information could be 
helpful in further understanding the diversity of consumer experience in the market.* 

The Dodd-Frank Act also requires the Bureau to coordinate with the Department of Education on 
student loan complaint handling.’ In October 201 1, the Bureau entered into a Memorandum of 
Understanding (MOU) with the Department of Education, establishing a framework for the 
transfer of student loan complaints and the sharing of complaint data between agencies. Since 
the Bureau launched its consumer response function for private student loan complaints in March 
2012, our website has provided consumers seeking to submit a federal student loan complaint 
with a direct link to the complaint intake form for the Federal Student Aid (FSA) Ombudsman at 
the Department of Education. Our contact center staff is trained to transfer consumers with 
complaints concerning federal student loans to the FSA Ombudsman’s call center. 


* See Dodd-Frank Act, Pub. L.No. 111-203, Sec. 1035 
Consumer Financial Protection Bureau, Annual Report of the CFPB Student Loan Ombudsman, available at 
http://www.consumerfinance.gov/reports/annual-repoit-of-the-c5)b-student-loan-ombudsinan-2013/ 

’ See Dodd-Frank Act, Pub. L. No. 1 1 1-203, Sec. 1035 


403 


United States Senate Committee on the Budget 
The Impact of Student Loan Debt On Borrowers and the Economy 
June 4, 2014 

2. The Consumer Financial Protection Bureau (CFPB) has said it works "as the primary 

financial regulator of the student loan industry," and describes the Department of Eiducation 
as "the administrator of federal aid programs." Within the student loan marketplace, the 
Department of Education is not only the administrator of aid programs) but also a major 
market player. Does the CFPB plan to regulate how loans are originated? Does the CFPB 
plan to offer any recommendations for reforms related to the origination of federal student 
loans? 

Response 

The Dodd-Frank Wall Street Reform and Consumer Protection Act (the Dodd-Frank Act) 
established the Consumer Financial Protection Bureau (Bureau) as a regulator of consumer 
financial products and services, with the authority to examine large banks, thrifts, and credit 
unions-and their affiliates-with assets over $10 billion, as well as certain nonbank consumer 
financial service providers*. The Bureau supervises more than 150 of the nation’s largest 
financial institutions, which includes their student loan origination and servicing activities. The 
Dodd-Frank Act granted the Bureau supervisory authority over nonbank covered persons of all 
sizes in private education lending.^ Further, the Dodd-Frank Act granted the Bureau supervisory 
authority over nonbank “larger participants”'®, which as defined by rule, includes servicers of 
both federal and private student loans." 

The Dodd-Frank Act requires coordination between the Bureau and the Department of Education 
in several ways including on consumer complaint handling, which is referenced in your first 
question, as well as the submission of a report to Congress on private student loans, and 
establishes that the student loan ombudsman shall submit his annual report and make appropriate 
recommendations to the Secretary of Education.'^ 

In addition, the Bureau and the Department of Education work together to understand the student 
loan market and to ensure that students and families have the tools to make smarter choices when 
paying for college. In partnership, the Bureau and the Department of Education published a 
prototype of a financial aid “shopping sheet” - a model financial aid offer letter that clearly 
identifies the costs and risks associated with financing higher education and facilitates the 
process of making apples-to-apples comparisons between offers. The Department of Education 
published the final “shopping sheet”, which more than 2,300 colleges and universities across the 
country have voluntarily adopted. 

With respect to loan origination, the scarcity of publicly-available data on student loan 
origination and performance challenges regulators’ ability to appropriately monitor the market. 


* See Dodd-Frank Act, Pub. L. No. 1 1 1-203, Sec. 1025(b)(1) 

’ See Dodd-Frank Act, Pub. L. No. 1 11-203, Sec.l024(aXlXD) 

“ See Dodd-Frank Act, Pub. L. No. 1 1 1-203, Sec.l024(aXl) (aXW), (a)(2); see also Dodd-Frank Act, Pub. L. No. 
111-203, Sec. 1002 (5) (defining“consumer financial product or service”) 

" 12 CFR § 1090.106 

See Dodd-Frank Act, Pub. L. No. 1 1 1-203, Sec. 1077 and Sec. 1035 
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consumers’ ability to make informed decisions about debt levels, and lenders’ ability to 
underwrite loans based on actual expected outcomes. Increased market transparency will also 
help to inform policymakers of trends that may be impacting other aspects of the economy. 

3 . In a speech before the 20 1 4 Boulder Summer Conference on Consumer Financial Decision 
Making, Consumer Financial Protection Bureau (CFPB) Director Richard Cordray focused 
his comments on addressing student loan debt. He mentioned that the Bureau is "working 
closely with other regulators to incentivize student loan servicers to provide more 
modification and refinancing options for private student loans." Can you provide an update 
on the CFPB's efforts in this area? What incentives is the CFPB providing? 

Response 

The Consumer Financial Protection Bureau (Bureau) has heard from thousands of consumers, 
who want to meet their obligations, but who face obstacles when seeking to modify their loans’ 
repayment terms during periods of financial hardship. The inability of lenders and servicers to 
initiate alternative repayment plans that would benefit both the creditor and the borrower 
continues to be a sign that this market functions poorly. 

Last year, the Federal Deposit Insurance Corporation (FDIC), the Federal Reserve Board of 
Governors (FRB), and the Office of the Comptroller of the (Currency (OCC), provided 
information to supervised entities regarding private student loan workouts. The agencies 
encouraged financial institutions to work constructively with private student loan borrowers 
experiencing financial difficulties. They noted that prudent workout arrangements are consistent 
with safe and sound lending practices and are generally in the long-term best interest of both the 
financial institution and the borrower. 

In addition, the Bureau has sought to identify opportunities to reduce the fixed costs of 
modifying a loan. For example, borrowers with federal student loans currently have access to an 
electronic portal to submit key information to federal student loan servicers in order to enroll in 
alternative repayment programs. The Bureau and other agencies have held discussions with 
private student loan market participants about whether leveraging this existing system might be 
helpful, given that a large share of private student loan borrowers also have outstanding federal 
student loans. 

4. On April 22, 2014, the Consumer Financial Protection Bureau (CFPB) published its Mid- 
Year Report, which discussed 2,300 private student loan complaints and 1,300 debt 
collection complaints related to both federal and private student loans. The report makes a 
sweeping conclusion that lenders and servicers place private student loans in default when 
the cosigner p^ses away or files for bankruptcy. The CFPB frequently claims to be a data 
driven agency - why does the report not specify the number of loans involved where 
"automatic default" has occurred? What is the number of loans involved? 
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Response 

The Consumer Financial Protection Bureau’s (Bureau) report entitled, Mid-year Update on 
Student Loan Complaints, provided a summary and analysis of complaints from student loan 
borrowers. The report discusses a range of issues, including an analysis of complaints related to 
a common provision included in many private student loan promissory notes permitting lenders 
to place borrowers into default due to the death or bankruptcy fding of a co-signer, even if the 
loan was in good standing.'^ 

The report does not suggest the prevalence of the issues described as they relate to the entire 
student loan market The report does note that the Bureau’s analysis of a subset of complaints 
received over the reporting period revealed similar and highly troubling fact patterns involving 
problems with a variety of lenders and servicers about the same promissory note provision 
leading to the auto-default issue referenced in your question. 

Similarly, in October 2012, the Bureau published. The Next Front? Student Loan Servicing and 
the Cost to Our Men and Women in Uniform, which analyzed trends based on a limited number 
complaints submitted by servicemembers that ultimately revealed a widespread problem. Our 
analysis examined difficulties that servicemembers reported with accessing their legally-entitled 
benefits, such as the rate cap provided for under the Servicemembers Civil Relief Act (SCRA).*'' 
The Bureau referred this cluster of complaints to the Department of Justice (DOJ), which, after 
conducting an investigation, deteimined that the practices were widespread. The DOJ and the 
Federal Deposit Insurance Corporation subsequently ordered Sallie Mae and Navient to pay 
nearly $100 million in restitution and penalties for violating multiple laws, including the SCRA. 
In that case, the Bureau’s analyses of a limited number of highly-correlated complaints resulted 
in the correction of what turned out to be a significant problem and contributed to the provision 
of substantial relief to servicemembers. 

In terms of the number of complaints involving auto-defaults, within the six-month reporting 
period for the recent report, Mid-year Update on Student Loan Complaints (October 1, 2013 
through March 31, 2014), the Bureau received approximately 50 complaints from consumers 
relating to problems they encountered with their private student loan servicer or lender, when a 
co-signer died or filed for bankruptcy protection. Like the complaints we received from 
servicemembers, the similarities in the experiences reported by multiple borrowers suggested 
that these complaints may not be isolated incidents. 


” Consumer Financial Protection Bureau, Mid-year Update on Student Loan Complaints, available at 
http://www.consumerfinance.gov/reports/mid-year-repoH-on-private-student-loans-2014/ 

Consumer Financial Protection Bureau, The Next Front? Student Loan Servicing and the Cost to Our Men and 
Women in Uniform, available at 

http://www.consumerfinance.gov/reports/the-next-Jront-student-loan-servicing-and-the~cost-to-our-men-and- 

women-in-uniform/ 
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These complaints identified at least seven large depository institutions and specialty student loan 
market participants, including four of the top ten bank holding companies by assets, acting as the 
marketer, lender, loan originator, loan servicer, or the current loan holder.’^ 

Below are five examples of the complaints we received, including how the companies 
responded. Due to privacy concerns, these narratives have been anonymized and stripped of 
direct identifiers associated with the consumers. 

Example 1: One borrower submitted a complaint stating that he contacted his student 
loan servicer shortly after the death of his father, in order to notify the company of his 
father’s passing and to request his deceased father be removed from the account. The 
consumer continued to make all payments and was current on his loan. The company 
instructed the consumer to submit a photocopy of his father’s death certificate, which the 
consumer did. 

By following instructions provided by his student loan servicer, the consumer triggered 
an auto-default on his private student loan, ultimately receiving multiple letters from a 
debt collector demanding full repayment and threatening negative credit consequences. 

In response to the complaint the consumer submitted to the Bureau, the debt collector 
stated that the collection efforts were permissible based on the contract the consumer 
signed at the time he obtained the loan. The debt collector pledged that collection efforts 
would continue even though the account may be current. 

Example 2: The consumer explained that his loan was recently sent to collections by his 
private student loan servicer, despite his making each monthly payment toward his loan 
on time and in full since graduating from college. The consumer noted that the debt 
collector explained how his loan auto-defaulted, an event triggered by the death of his 
grandfather nearly two years prior, who had co-signed the loan. In addition to attempting 
to recover against the borrower, a debt collector attempted to recover the balance of the 
loan from his elderly grandmother and executor of his deceased grandfather’s estate. The 
consumer explained that the collector demanded the full balance of the loan, nearly 
$50,000, to be paid immediately, or it would place a claim against his grandfather’s 
estate. 

In response to the complaint, the debt collector stated that, based on the information 
provided by the consumer, collection efforts would cease and the account would be 
recalled from the debt collector and returned to his student loan servicer. 

Example 3: One consumer, the father of a private student loan borrower, co-signed loans 
for his daughter and stated that she had been making her monthly private student loan 


' * Federal Financial Institution Examinations Council, National Information Center, Holding Companies with Assets 
Greater than $10 Billion (March 2014), available at hltp:/Avww.jffiec.gov/nicpiibweb/nicweb/top50form.aspx. 
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payments, on-time and in full, since 2008. In 2010, the borrower’s father filed for 
bankruptcy protection and was granted a discharge of his debts in August of 20 13. 
However, in September 2013, the borrower discovered that her private student loan was 
referred to a collection agency because of the father’s bankruptcy. The borrower 
contacted her student loan servicer to clarify that the bankruptcy was her father’s and that 
the loan was in good standing. Her father submitted a complaint to the Bureau, reporting 
that neither he nor his daughter received any notice from the servicer that they would 
place the loan in default based upon a co-signer’s bankruptcy. 

In response to the complaint, the servicer, on behalf of the loan owners, acknowledged 
that the borrower had been making timely payments on the loan and her account had been 
in good standing. The servicer noted that the loan would remain in default; as the 
borrower violated a clause in the contract she signed at the time she obtained the loan. 
This provision permitted the owner of a loan to place the loan into default if any 
bankruptcy proceeding is initiated by either the borrower or the co-signer, without regard 
to whether the loan was in good standing at the time of the bankruptcy filing. 

Example 4: The consumer had four loans with this servicer and had been paying on the 
loans, on-time, for seven years. The consumer sent the servicer a letter requesting their 
grandfather be removed as a co-signer since he had passed away 1 3 years prior. The 
consumer then mailed a copy of the grandfather’s death certificate and a co-signer release 
application as the consumer stated they had met the payments requirement to qualify for 
co-signer release. A few weeks later, the consumer received a letter and corresponding 
phone calls from a debt collector that was demanding the full balance of the loan or they 
would file a claim against the grandfather’s estate. The consumer called the debt 
collector to explain that the grandfather had been deceased for 13 years and the estate is 
closed. The consumer stated that a representative of the debt collector indicated 
collection efforts would continue. 

In response to the complaint, the debt collector told the consumer that they would cease 
collection efforts to continue to collect the full balance immediately because there was no 
estate for the co-signer. 

Example 5: A private student loan borrower submitted a complaint about a company that 
had been servicing three private student loans owned by two other companies. The 
borrower noted that they had never missed a payment on any of the loans and all the 
loans were in good standing. However, when the borrower went to his student loan 
servicer’s website to make his monthly payment he found that his payment had been 
reduced to $0. 

The borrower called his servicer to ask why there was no payment due. His servicer 
informed him that his loans had been placed in bankruptcy status and that the servicer 
could no longer mail him billing statements or update his online account. Subsequently, 
the consumer found out that his father, and co-signer to his loans, had filed for 
bankruptcy. His servicer informed him that he must continue making payments even 
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though no payment was due. The borrower relied on his servicer’s advice and continued 
to remit his normal monthly payment, even though his online account stated no payment 
was required. 

After making multiple monthly payments based on his student loan servicer’s 
instructions, the consumer discovered that his loans had been placed into default. The 
borrower began to receive calls from a debt collector demanding the total outstanding 
balance for all three of his private student loans, to be paid in full immediately. The 
borrower contacted the debt collector and was told that he would not be able to remove 
his father as a co-signer. He was informed that collection efforts would continue even 
though he had never missed a monthly payment. The consumer explained that these 
loans ruined his credit since all three loans were listed as in default. 

The private student loan servicer responded to the complaint on behalf of the loan 
ovmers, stating that it placed the loans in “verified bankruptcy” status, a type of auto- 
default. The servicer noted that the loan would remain in default; as the borrower 
triggered a clause in the contract he signed at the time he received a loan. This provision 
permits the owner of a loan to place the loan into default if any bankruptcy proceeding is 
initiated by either the borrower or the co-signer, without regard to whether the loan was 
in good standing at the time of the bankruptcy filing. 

The servicer also noted that it furnished negative information about the account to the 
credit bureaus, documenting the auto-default, and would be unable to retract or otherwise 
modify the reporting. 

Since the publication of the Bureau’s report. Mid-year Update on Student Loan Complaints, we 
have been alerted by certain market participants that they intend to more closely monitor the 
complaints and they further intend to suspend auto-defaults. The Bureau encourages all 
institutions to closely monitor these types of complaints to identify potential issues of concern. 
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Question for Rohit Chopra. Student Loan Ombudsman. Consumer Financial Protection 
Bureau, from Senator Avotte 

1. We are investing aiready-regardless of what we do in legislation-a lot to help students in 
this country get a good education. And I would like to know what your thoughts are on how 
we hold these institutions more accountable. 

Response 

The Consumer Financial Protection Bureau (Bureau) is working on a number of fronts to help 
students and families make smarter choices when financing a higher education. By giving 
consumers the information and tools to be able to effectively shop between schools based on 
actual costs, we hope to introduce greater market discipline into the higher education sector. As 
students select schools that are priced competitively and offer the best value, those schools that 
cannot compete will be forced to adapt to these changes. 

The Bureau and the Department of Education published a prototype of a financial aid “shopping 
sheet” - a model financial aid offer letter that clearly identifies the costs and risks associated with 
financing higher education and facilitates the process of making apples-to-apples comparisons 
between offers. The Department of Education published the final “shopping sheet”, which more 
than 2,300 colleges and universities across the country have voluntarily adopted.’^ 

Building on the success of the “shopping sheet,” the Bureau released ‘Paying for College’, a 
suite of online tools for students and families evaluating their higher education financing options 
- comparing college costs and financial aid, learning about college money and loan options, and 
assessing repayment options. The purpose of the Bureau’s ‘Paying for College’ tool is to help 
consumers make informed financial decisions about how to pay for college and repay student 
debt. ‘Paying for College’ also allows consumers to see the future costs and risks of different 
financing options and between different schools by taking the information presented in 
individual financial aid award letters and making personalized projections about total borrowing 
at graduation to help students make informed comparisons.^° 

These are just the first steps toward promoting a properly functioning marketplace for higher 
education financing. The Bureau will continue to help students and families understand their 
options and make smarter choices when paying for college. 


” Consumer Financial Protection Bureau, Know Before You Owe, available at 
http ;//www.co ns umerfinance.gov/students/kno wbeforeyouowe/ 

Consumer Financial Protection Bureau, Paying for College, available at 
http://www.consumerfinance.gov/paying-for-college/ 
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United States Senate, 
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Washington, D.C. 

The Committee met, pursuant to notice, at 10:03 a.m., in Room 
SD-608, Dirksen Senate Office Building, Hon. Patty Murray, 
Chairman of the Committee, presiding. 

Present: Senators Murray, Stabenow, Whitehouse, Coons, Kaine, 
King, Sessions, Crapo, Johnson, and Wicker. 

Staff Present: Evan T. Schatz, Majority Staff Director; and Eric 
Ueland, Minority Staff Director. 

OPENING STATEMENT OF CHAIRMAN MURRAY 

Chairman Murray. Good morning. This hearing will come to 
order. And I want to thank the Ranking Member, Senator Sessions, 
and all of our colleagues who are joining us here today. And I 
would especially like thank all of our witnesses for taking the time 
to be here as well. 

Today we are going to hear from Mindy Lubber, the president of 
Ceres, Inc., an organization that works with businesses, investors, 
and other groups on issues like climate change. 

Alfredo Gomez joins us from the Government Accountability Of- 
fice, where he leads the Natural Resources and Environment Divi- 
sion. 

Sherri Goodman is senior vice president and general counsel at 
CNA Corporation, and she is also the former Deputy Under Sec- 
retary for Defense for Environmental Security. 

We also have Dr. David Montgomery. He is senior vice president 
for NERA Economic Consulting. 

And Dr. Bjorn Lomborg also joins us, the director of the Copen- 
hagen Consensus Center. 

Again, thank you to all of you for taking the time to do this 
today. 

It is well established, from the overwhelming majority of climate 
scientists, that climate change is for real. And, in fact, today we are 
already seeing its negative effects in the United States. 

Warming temperatures are disrupting weather patterns, causing 
our sea levels to rise, and creating the conditions for destructive ex- 
treme weather events. 


( 411 ) 
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But we are not here today to have a discussion on the settled 
science of climate change; rather, today we are going to he focusing 
on some of the consequences that have not received as much atten- 
tion: the economic and fiscal impacts of climate change. 

This is not just an environmental issue. It poses serious risks to 
our economy and the Federal budget. And if we fail to address 
these threats, it will weaken economic growth and increase costs 
for our Federal Government. 

These costs are too important to ignore, and it is time for the 
Budget Committee to begin to assess the damage climate change 
will have on our budget and our economy. 

I know there are skeptics who do not believe the climate is 
changing, or believe that addressing this issue will be too expensive 
in the short term. 

But what we are hearing from a growing chorus of experts, in- 
cluding the White House Council of Economic Advisers, the Risky 
Business Project, former Secretaries of the Treasury, as well as our 
witnesses today, is the costs of inaction will be far greater. 

A recent report by the Risky Business Project found that climate 
change will have, and I quote, “specific, measurable impacts on our 
Nation’s current assets and ongoing economic activity.” 

It will increase risks and add costs for businesses, making it 
more difficult for them to succeed, which is something that Mindy 
Lubber and her organization have been looking into for years. And 
I look forward to hearing more of her testimony about the risks to 
businesses and investors. 

Budget experts are also starting to see rising costs on our Fed- 
eral balance sheet. Take disaster relief, for example. Climate 
change is causing more destructive and costly extreme weather 
events — such as Hurricanes Sandy and Katrina. Those two disas- 
ters alone cost the Federal Government about $100 billion. 

The Government Accountability Office has been investigating the 
ways climate change would add costs for the Federal Government, 
and I know Mr. Gomez from GAO will discuss those findings in 
more detail during his testimony today. 

I think every member of this Committee should be worried about 
the vulnerability of our Nation’s roads and bridges and waterways 
due to rising sea levels and changing weather patterns. 

In addition to the vulnerability of our infrastructure, U.S. mili- 
tary installations and operations are also threatened. 

Bases on the coast in my State and across the country face rising 
sea levels and will need significant adaptation and mitigation 
measures to remain viable bases and meet their operational needs. 

Climate change will also disrupt vulnerable populations’ access 
to basic resources like food and water. Because of this, the 2014 
Quadrennial Defense Review identified effects of climate change as 
“threat multipliers” that will aggravate stressors abroad such as 
poverty, environmental degradation, political instability, and social 
tensions. 

Climate change will increase the resources our military will need 
to meet these new challenges, maintain its readiness, and carry out 
its mission. So, Ms. Goodman, I am looking forward to hearing 
more during your testimony about the findings in your organiza- 
tion’s report. 
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Taken together, the impacts of climate change will have major 
implications for our Nation’s economy and budget. Across Federal, 
State, and local governments, it will further strain budgets that are 
already being stretched. And its threat to our economy and budget 
will only add to an already challenging fiscal picture. 

While budget projections have improved significantly in the near 
and medium term, we still face long-term fiscal challenges. But the 
added costs of climate change impacts are not adequately ac- 
counted for in current long-term budget outlooks. And the longer 
we wait to address climate change, the worse its impacts will get. 

Failing to act now will only make it more difficult to solve this 
problem later and will force us to divert resources away from other 
priorities. 

So let me be clear on this point. Anyone who, like me, wants to 
tackle our long-term fiscal challenges fairly and responsibly needs 
also to worry about the impacts of climate change. 

There are those who say tackling climate change will cost too 
much. But given what we know about the consequences of a warm- 
ing planet, inaction is far more costly. 

Curbing emissions to prevent the more severe impacts of climate 
change and adapting to the impacts that we cannot avoid are our 
lowest-cost options. And if we want to fulfill our responsibility to 
leave behind both a strong and stable fiscal foundation and a safe 
and healthy environment for our children and our grandchildren, 
we need to move forward with those options now. 

So I really want to thank all of our witnesses for coming today. 
We look forward to your testimony and appreciate the time that 
you are spending with us today. 

With that, let me turn to my Ranking Member, Senator Sessions, 
for his opening remarks. 

OPENING STATEMENT OF SENATOR SESSIONS 

Senator Sessions. Thank you. Madam Chairman. This is the 
first hearing I am aware of that we have had in the 

Budget Committee on global warming. I think it is not a bad 
idea. We need to talk about it. We are spending right now indeed 
a significant amount of money on this project, and even more, we 
are requiring huge expenditures of the private sector. Why? Be- 
cause greater costs are ahead if we do not act now, we are told. 
We need to spend more money now. That means an impact on our 
budget. 

So today we will openly, I hope look at some of the costs and the 
benefits that would accrue from such a policy. Surely if one has 
money, some wealth, that money should be applied for the max- 
imum benefit for the maximum number of people. We certainly are 
not unlimited in the amount of wealth that we have in our country 
that we can apply to any problem. 

So “The Costs of Inaction” is the hearing title. Maybe the better 
title should be “The Costs of Action and Inaction.” Inaction costs 
may be real, but certainly they are distant and somewhat uncer- 
tain. But the costs of action are certain right now. They are real 
and immediate. 

Government expenditures, economic slowdown, higher prices all 
result from many of the proposals that are out there today. These 
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are indisputable costs right now. The economy is not healthy. 
Wages are down; workforce participation is at a rate as low as the 
1970s; and we cannot hammer this economy, in my opinion, with 
any unnecessary costs. 

So, first, the temperature is not matching the computer models. 
It is just not. It has been going on for a good long time now, maybe 
15 years, basically flat. We have had fewer storms, not more 
storms. It has been 3,100 days since we have had a Category 3 hur- 
ricane. That goes back to 1900. We are not having more hurricanes. 
And, actually, tornadoes are flat or down also. 

So Dr. Lomborg believes that there is some warming occurring 
in our country as a result of human activities, but says let us not 
panic, let us be careful; let us consider wisely what we do before 
we allocate a large part of our wealth to the problem and how we 
should handle it. And costs can be huge. Regulations like a tax im- 
pose burdens on the economy. Economically, there is no dif- 
ference — there is no difference — in the Government taxing the 
American people to replace a coal-fired plant than the Congress 
and the Government just telling the company to spend the money. 
We act like it does not cost anything to mandate these changes, 
and it absolutely does cost to do this. And we have to consider this. 

These costs for businesses and people, they reduce profits, reduce 
tax revenues to the Government, and drive up costs for everybody. 

So the point is this: Every global warming action has costs, often 
hidden but very real, and we must acknowledge those costs and de- 
cide whether the wealth expended gets the maximum results con- 
sidering all the needs of America — and all the needs of humanity, 
for that matter. That is why we get paid the big bucks around 
here. 

So there is some common ground. Let me say this: There are 
places we can do. We can reduce C02 in a way that is rational, I 
think. More energy efficiency. We have made some real progress on 
that. There is some more progress that can be done. But it is not 
as easy. The low-hanging fruit has been taken in many areas. 

We need less and can unite around less harmful pollution — the 
particulates, the NOX and SOX. 

We need more American energy. I believe all of us can agree on 
that. 

We need more nuclear power. I think we all can agree on that. 
But consistently we keep throwing up blocks, blocking more nu- 
clear power and driving up costs. 

We need more cost-effective alternative sources, absolutely, but 
we need to maybe do more research. I think we can work on that 
to have better research and understand what we can impose that 
makes sense economically. Prove technology before mandating it. 

So it is important. Madam Chairman, to consider our budget, the 
cost of aggressive U.S. policy in this area and the benefits we 
might reasonably expect and when we might see those benefits. 

Government expenditures, taxes, and regulation all fall ulti- 
mately on the American people, the people of this country. It is not 
enough just to say the danger is great; therefore, we are free to de- 
mand the Nation spend whatever is necessary, whatever the cost, 
to be a leader in the world on these issues. 
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So I disagree with that policy. I believe that Dr. Lomhorg and Dr. 
Montgomery are cooler heads, and we should listen to some of their 
practical advice. 

The predictions of experts have not heen proven true so far. They 
are off pretty significantly when it comes to temperature. The basis 
for dramatic demands on our budget and economy have been these 
computer prognostications that have been produced by wizards. If 
they for 15 years have been off, then it is time for us to be a bit 
cautious, I suggest. Those who raise questions, who challenge some 
of the orthodoxy cannot be and will not be silenced. This is a free 
country. We need to have the best advice we can get from whatever 
area it comes from. 

So I felt it reasonable to assume that C02 and other human ac- 
tivities cause warming. It seems to be. Scientists tell us so, and I 
do not see any reason to dispute that fundamentally. But this Na- 
tion and the world have many challenges in working to make life 
better in our country and on this planet. 

So I propose we work harder to work together to find things that 
can improve our planet, improve the quality of our life, that we can 
do in a way that is bipartisan and actually get done. 

Thank you, Mr. Chairman. 

Chairman Murray. Thank you very much. Senator Sessions. 

We will now turn to our witnesses for their comments, and I just 
want to remind everybody that we are not here to debate the 
science. We are here to talk about the fiscal costs of climate 
change. So I appreciate, again, everybody coming to this hearing. 

STATEMENT OF MINDY LUBBER, PRESIDENT, CERES 

Ms. Lubber. Thank you. Chairman Murray, Ranking Member 
Sessions, and members of the Committee, it is delightful to be here. 
I am honored. 

My name is Mindy Lubber. For the last 10 years, I have been 
running an organization called Ceres that works directly with 110 
investors, some of the largest asset owners, public pension funds, 
as well as asset managers, and with 70 companies who understand 
that climate is a risk, a financial risk, as well as an opportunity, 
and are beginning to act on that. 

The companies are firms like Nike and Mars and Starbucks, 
Owens Corning, Jones Lang LaSalle, eBay, VF Corporation, and 
General Mills. It is not just small green companies. And the inves- 
tors and the rating agencies who are looking at climate as a fidu- 
ciary and a financial risk with us are some of the largest investors 
in the country. This is no longer just an environmental issue, al- 
though that it is. 

And the risks are across our economy. For apparel giants like VF 
Corp. and Nike, climate change poses risks to cotton and other 
commodities that are being affected by reduced water availability 
and drought. And for Jones Lang LaSalle and Owens Corning, cli- 
mate change poses risks to buildings and their enormous use of 
electricity and growing vulnerability to coastal flooding and insur- 
ance costs. And for General Mills and Starbucks, climate change 
poses risks to coffee, to corn, and to other crucial crops that are ex- 
periencing more volatile growing conditions, oftentimes meaning 
higher food prices, which I will get to in a moment. 
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Climate risk is a risk across our economy. The hundreds of com- 
panies and investors we work with believe that it is not a choice 
between protecting the climate and protecting the economy. We 
cannot build a stable — without a stable climate, we cannot build an 
economy that is stable. Surprises, massive storms, not enough 
water depletion of natural resources are not good for business. 
They are not good for our economy. 

We have done extensive research over the years. I am going to 
try and zero in on a few areas. One is the public resources that are 
being spent due to climate change. 

On the public side, we have identified five Government disaster 
relief and recovery programs where the costs of inaction on climate 
change are pronounced and profound. 

First, Federal disaster assistance appropriations. One conserv- 
ative estimate puts the average bill that taxpayers can expect to 
pay at $20 billion a year. That is funding to help our communities 
from storms and hurricanes. And one storm could push that up to 
$100 billion. Hurricane Sandy was a $60 billion price tag. 

Secondly, our National Flood Insurance Program, currently in 
debt to the U.S. taxpayers for approximately $30 billion. This vital 
program collected about $3.6 billion in premiums and paid out over 
$7.8 billion in Hurricane Sandy losses and other losses. We are see- 
ing more storms. There will be more of a pull on our National 
Flood Insurance Program. 

Or our Federal Crop Insurance Program, vital to our farmers. 
From the year 2001 through 2010, we saw a record- setting $10.8 
billion in 2001. And the devastating heat waves and drought in 
2012 shattered even those records when the program paid out 
$17.3 billion in crop losses. 

And our wildfire protection costs have grown, tripled since the 
1990s. 

And our State-run insurance plans. In the insurance sector, we 
are seeing private companies pull out of markets that are most at 
risk, and State and Federal programs have to step in. State-run 
programs, backstopped by State taxpayers, ultimately have seen 
loss exposure grow from $54 billion in 1990 to $884 billion in 2011. 
Insurance companies are seeing the risks. Where it is too risky, 
they pull out. When they pull out, the State governments and Fed- 
eral Government step in, costing our taxpayers and costing our 
consumers. When insurance companies stay in, the prices rise. 

And it is not only through these increases of Federal programs. 
We are paying for it at the grocery store. Let us take this down 
to our homes. Prolonged droughts in California, the Great Plains, 
and the Southwest have diminished the U.S. cattle herd to its 
smallest since 1951, causing beef prices to increase by 10 percent 
from a year ago. 

In decisions which have devastated many Texas communities, 
Cargill and other major livestock producers have been forced to 
shut down feedlots. As a Cargill spokesman put it, the drought-de- 
pleted beef cattle supply is devastating. 

Extreme weather is also contributing to prices for fresh fruits 
and eggs, rising by 5 to 6 percent, twice the 2.8 percent of food 
price rises over the past 20 years. And when agriculture dies and 
cattle die, it is not only increased costs to all of us at our homes. 
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at our grocery stores, at our restaurants; it is lost jobs, farm work- 
ers, truckers, and many others in those industries. 

And that is going to keep growing. Our corn industry, which is 
the bedrock of our food supply, needs water and, climate change is 
creating more drastic water problems as we see every day. 

As climate change increases the risks of extreme weather events, 
our Federal and State disaster relief and insurance programs will 
become increasingly unsustainable. By one estimate, the net 
present value of the Federal Government’s liability for unfunded 
disaster assistance over the next 75 years could be greater than the 
net present value of the unfunded liability for the Social Security 
program. We have got to take this out from the closets and into the 
public discussion, as you all are doing, and look at what are the 
real costs of action and the real costs of inaction. 

And the risks, while very real, are starting to be addressed. Fi- 
nancial leaders, investors, and businesses understand these risks. 
They are starting to act. Sixty percent of the Fortune 100 compa- 
nies have goals for renewable energy or greenhouse gas reductions. 

Chairman Murray. Ms. Lubber, if you can wrap up real quick, 
we want to make sure everybody has a chance. 

Ms. Lubber. Thank you. Companies and investors are acting. 
They are making a difference. They are factoring this into their 
portfolio assessments, their analysis. The rating agencies are look- 
ing at climate risk because this is real, it is profound, and it is 
now. And in each case, from the public sector to the private sector, 
the risks are causing greater economic impacts, and the data shows 
they are growing every single year. 

Thank you very much. 

[The prepared statement of Ms. Lubber follows:] 
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Chairman Murray, Ranking Member Sessions, members of the Committee, thank you for 
this opportunity to discuss with you the economic risks of climate change. My name is Mindy 
Lubber and I am the President of Ceres. Ceres is a national nonprofit organization mobilizing 
business and investor leadership on climate change and other global sustainability challenges. 
Ceres directs the Investor Network on Climate Risk, a network of 1 1 0 institutional investors with 
$13 trillion of collective assets focused on the risks of climate change. Ceres also coordinates 
BICEP - Business for Innovative Climate & Energy Policy - a network of 31 companies 
advocating for strong clean energy policies that includes major firms like Nike, Mars, Starbucks, 
Owens Coming, Jones Lang LaSalle, eBay, VF Corporation and General Mills, 

The diversity of companies in BICEP represents the profound diversity of impacts that 
climate change is having on the U.S. economy - and the American taxpayers. For apparel giants 
VF Corp. and Nike, climate change poses risks to cotton and other commodities that are being 
affected by reduced water availability and drought. For Jones Lang LaSalle and Owens Coming, 
the climate change poses risks to buildings and their enormous use of electricity and growing 
vulnerability to coastal flooding and rising insurance costs. For General Mills and Starbucks, 
climate change poses risks to coffee, com and other crucial crops that are experiencing more 
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volatile growing conditions that oftentimes mean higher food prices. (We’re seeing this right 
now, actually, with meat, fruit and vegetable prices all going up due to the prolonged drought in 
the West.) 

Quite simply, climate change poses risks to every business sector and every American. 
The risks may vary, but they are being felt across our economy. That is why Ceres - and the 
companies and investors we work with - believe that the choice is NOT between protecting the 
climate and protecting the economy. . . We believe that without a stable climate, our economy 
cannot thrive. 

The hundreds of companies and investors we work with all agree that climate change is a 
threat to their profitability and a threat to the global economy. These businesses are taking steps 
to prepare for the escalating impacts of climate change. They are pursuing sustainable 
technologies, such as using more renewable energy to slow climate change impacts and they are 
bringing their greenhouse gas emissions down. They are taking these steps because they believe 
the costs of not doing so are too great. 

Ceres has done extensive research in the past decade on the many different ways that 
climate change is impacting our economy, hitting our wallets and creating bigger and bigger 
financial risks if actions are not taken. 

Ceres has sponsored two reports, which are particularly relevant to today’s discussion. In 
2012 we published a report examining the growing costs and risks of extreme weather events; 
and last October, we published a report on the growing costs to taxpayers of inaction on climate 
change. I would like to include these two reports with my testimony for the record. 
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Ceres has identified five government disaster relief and recovery programs where the 
costs of inaction on climate change are most pronounced. They are federal disaster assistance 
appropriations, the National Flood Insurance Program, the Federal Crop Insurance Program, 
Wildfire Protection, and state-run insurance plans known as residual markets. Taxpayer bills and 
exposure for all of these programs are rising. Here are some numbers: 

• First, with regard to federal disaster assistance appropriations, one conservative estimate 
puts the average bill that taxpayers can expect to pay at $20 billion a year. That’s funding 
that goes to help communities respond to disasters such as hurricanes, thunderstorms and 
floods. But one should recognize that in any given year one catastrophic event alone 
could cost over $100 billion, causing that bill to the taxpayers to skyrocket. Hurricane 
Sandy, for example, cost Americans $60 billion in disaster relief costs. 

• Second, our National Flood Insurance Program is currently in debt to the U.S. taxpayers 
for approximately $30 billion. In 2012, this vital program collected about $3.6 billion in 
premiums and paid out over $7.8 billion in Hurricane Sandy losses and other flood losses. 
While we’d like to think that Hurricane Sandy’s devastating storm surge was an anomaly, 
it’s not. Coastal flooding events are becoming more and more common, a result of rising 
sea levels and stronger storms, both of which are likely consequences of climate change. 
The average number of days per year that tidal waves have reached or surpassed flooding 
thresholds, that’s a level when water begins collecting on surface streets - has more than 
tripled in many locations. Since 2001, water has hit these flooding thresholds an average 
of 20 days or more a year in several East Coast cities; Sandy Hook, N.J.; Atlantic City, 
N.J.; Annapolis, Md.; Washington, D.C.; Wilmington, N.C.; and Charleston, S.C. 
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The National Flood Insurance Program must increase premiums in these areas now prone 
to flood risks, or we can expect bigger program losses that American taxpayers will end 
up paying for. 

Third, the Federal Crop Insurance Program, a vital program that helps our fanners 
manage their risks, has seen insured crop losses spike from an average of $4.1 billion per 
year from 200 1 through 20 1 0, to a record-setting $10.8billionin2011. The devastating 
heat waves and drought in 2012 shattered even that record, when the program paid out 
$17.3 billion in crop losses 

Fourth, wildfire protection costs have tripled since the 1 990s. Wildfire seasons are 
becoming longer and more severe. In the past 10 years federal government wildfire 
protection and suppression costs have averaged over S3 billion annually, compared to 
about $1 billion annually in the 1990s. FEMA’s fire management assistance grants have 
more than tripled over the same period to an average of over $70 million annually. And 
state governments are spending up to another $2 billion annually on wildfire protection 
on top of the unknown amounts that local governments are spending. 

And, finally, state-run insurance plans known as residual insurance markets are facing 
dramatically larger loss exposure as private insurers pull out of states, especially coastal 
states, facing major climate risks. These state-run programs, backstopped by state 
taxpayers ultimately, have seen loss exposure grows from $54 billion in 1990 to $884.7 
billion in 201 1 . 1 will come back to these state plans in more detail shortly. 
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If there is a moment historians will look back on as the moment when climate change 
truly hit home in America, it will almost surely be 201 2. Add up all of the costs that I just 
enumerated- federal crop losses, flood losses, wildfire costs and disaster relief- extreme 
weather events cost Americans more than $300 per person in 2012 or $1 10 billion all together. 

Yet, despite these rising losses in recent years, our federal disaster relief and recovery 
programs have been slow to recognize that worsening climate impacts will drive up future losses 
to unsustainable levels. Instead of encouraging behavior that reduces risks from extreme weather 
events, these programs encourage behavior that increases these risks - such as agricultural 
practices that increase vulnerability to drought and new development in hurricane- and wildfire- 
prone areas. 

Citizens are not only paying for inaction on climate change through the increased costs of 
these federal programs. They are paying for them at the grocery store. Prolonged droughts in 
California, the Great Plains and the Southwest, have diminished the US cattle herd to its smallest 
size since 1951, causing beef prices to increase by 10% from a year ago. In decisions which have 
devastated many Texas communities, Cargill and other major livestock producers have been 
forced to shut down feedlot operations due to - as a Cargill spokesman put it - the “drought- 
depleted beef cattle supply.” 

Extreme weather is also contributing to prices for fresh fruits and eggs rising by five to 
six percent - twice the 2.8% rate of food price increases over the past 20 years. 
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According to the latest National Climate Assessment, released in May, the negative 
effects of climate change on agricultural production in the Midwest and Great Plains will far 
outweigh any positive effects. Com production, the nation’s biggest agriculture sector by far, is 
especially vulnerable to higher temperatures, changing rainfall patterns, soil erosion and water 
shortages that are widely predicted from climate change. 

Competition for water, which is becoming ever more scarce in many US regions due to 
drier conditions, is especially pronounced in arid regions of the country, such as Southern 
California, the Southwest, and Texas. Ceres produced another study this year, “Hydraulic 
Fracturing and Water Stress: Water Demand by tbe Numbers,” that points out how hydraulic 
fracturing is increasing competitive pressures for water in some of the country’s most water- 
stressed and drought-ridden regions. The report’s review of hydraulic fracturing well data 
showed that 55 percent of the wells were in areas experiencing drought and 36 percent were in 
regions with significant groundwater depletion -key among those, California, which is in the 
midst of a horrific drought and Texas, which has the highest concentration of shale energy 
development and fracturing activity by far. Barring stiffer water-use regulations and improved 
on-the-ground practices, the industry’s water needs in many regions are on a collision course 
with other water users, especially agriculture and municipal water use. 

As climate change increases the risks of of extreme weather events, our federal and state 
disaster relief and insurance programs will become increasingly unsustainable. By one estimate, 
the net present value of the federal government’s liability for unfunded disaster assistance over 
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the next 75 years could actually be greater than the net present value of the unfunded liability for 
the Social Security program. ’ 

Ceres has been working closely with state regulators in the insurance industry to set new 
standards and expectations that will enable insurers to plan for escalating climate risks while 
moving companies and individuals toward low-carbon activities. A growing number of 
companies in the sector recognize that climate change can have a devastating impact on their 
industry. They are the proverbial canary in the coal mine on climate change’s impact on the 
economy. 

Our report on the growing costs and risks of extreme weather states that, inevitably, as 
there is more weather damage, insurance companies, especially property & casualty firms, will 
charge more for their products. Ultimately this could lead to fewer people being able to afford 
insurance, as well as solvency problems for insurers themselves. 

Insurance commissioners across the country are working with insurance companies to 
make sure that they are adequately addressing climate change in their risk profiles. From 
Washington to California to New York, insurance commissioners are mandating that major 
insurers disclose how they are managing the risks posed by climate change. 

Let me ask you, if you were told that there was a 98% chance that the boat you were 
about to board would sink, would you still climb aboard? The insurance industry has done this 
calculation with regard to climate change and they are not willing to take the risk that the 2% of 


‘ J. David Cummins, Michael Suher and Geoi^e Zanjani, “Federal Financial Ejqjosure to Natural Catastrophe Risk,” chapter in “Measuring and 
Managing Federal Financial Risk,” National Bureau of Economic Research, edited by Deborah Lucas, February 2010 
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scientists who are skeptical of climate change are ri^t. They are preparing their industry for the 
long-term effects of severe weather due to climate change. 

Unfortunately, ftom the taxpayers’ vantage point, there’s a down side to insurers’ 
growing preparedness in risk-prone areas. Private insurers are especially leery of providing 
coverage in coastal areas vulnerable to more powerful hurricanes. In many regions, — Florida, in 
particular - they’ve largely withdrawn from homeowners insurance markets because they were 
unable to charge substantially higher premiums. As a result, the states themselves are bearing the 
risks of providing homeowners insurance to millions of homeowners. Many coastal states are 
becoming so-called ‘insurers of last resort.’ What this means is that if a calamity strikes, state 
taxpayers will end up paying the bills. 

According to the Government Accounting Office, from 1970 to 2010 state run insurance 
plans for those who cannot purchase insurance in the public market - so-called FAIR and Beach 
Plans - experienced explosive growth both in terms of policy count and exposure value. Total 
policies in force in the nation’s FAIR, Beach and Windstorm Plans combined have more than 
tripled from 93 1,550 in 1990 to a record high 3.3 million in 201 1 . And as I said earlier, total loss 
exposure in these plans surged from $54.7 billion in 1990 to a record $884.7 billion in 201 1 — an 
increase of 1 ,51 7 percent - or 1 5 times. 

At Ceres, while we clearly see the risks - both environmental and financial - from 
climate change, we also see opportunities in tackling the problem. Building a low-carbon 
economy will mean new job development and more investment in new businesses. We’re also 
seeing compelling evidence of more and more American companies acting on climate change - 
and doing so affordably. 

s 
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Last month, Ceres, Calvert and the World Wildlife Fund issued a “Power Forward 2.0” 
report showing how clean energy is becoming the mainstream for U.S. corporations. Sixty 
percent of the Fortune 100 companies have goals for renewable energy or greenhouse gas 
reductions. Through these initiatives, the 53 Fortune 100 companies reporting on climate and 
energy saving targets have collectively saved $1.1 billion annually and decreased their annual 
C02 emissions by the equivalent of retiring 1 5 coal-fired power plants. 

We’re also seeing impressive progress in the electric power sector, the largest source of 
C02 emissions in the country. Last week Ceres published a report benchmarking the country’s 
largest 32 electric power companies on their energy efficiency and renewable energy programs. 
The report shows that electric utilities all over the country are delivering renewable energy and 
energy efficiency at scale. We found many strong performing utilities from all parts of the 
country such as Xcel Energy, a top ranking utility on renewable energy, which operates in 
Colorado, Minnesota, and Texas. And Pinnaele West in Arizona, which is achieving impressive 
energy savings for customers in a state that only recently began to set goals for these resources. 

The report highlights recent studies showing that energy efficiency continues to rank as 
the lowest cost resource compared to all other electricity supply options. The report also cited a 
recent National Renewable Energy Lab study showing that renewable electricity has added only 
about 1 percent to electricity costs across the country. And renewable energy prices are 
continuing to drop at a rapid pace. 

Tackling climate change offers one of the greatest economic opportunities of the 21"‘ 
century-spurring innovation, creating good-paying jobs, and strengthening corporate bottom 
lines — all while protecting the economy from potentially catastrophic climate change impacts. 
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More than 850 companies recognize this climate opportunity and are signatories to Ceres’ 
Climate Declaration . 

To truly seize this opportunity, we need to dramatically boost investments in clean energy 
and energy efficiency over the coming decades to cut carbon pollution and combat the worst 
effects of climate change. Globally, we need to achieve what we at Ceres call the Clean Trillion 
-$1 trillion in clean energy investing annually over the next 36 years. Such investments globally 
are now at about a quarter-trillion dollars a year. So we have a long way to go. Meanwhile, the 
fossil &el industry is spending over a half-trillion a year looking for new fossil fuel reserves that 
were we ever to bum them all would put us on a catastrophic path. The longer this paradigm 
continues, the longer we wait to tackle climate change with a vengeance, the more the costs — 
economic, human and environmental — will balloon. 

I often talk about how when I had children, my whole outlook changed with regard to the 
environment. I really understood the importance of keeping the world safe for my kids and their 
kids. . .. Creating a world where they can live healthily whether they choose to live on Boston or 
Botswana. I feel the same way about the economic future of the world and of our country. . . .and 
I believe they go hand in hand. And 1 am sure that you members of the budget committee think 
about the importance of a strong economic future for our country every day. I would submit to 
you that a strong economic future depends on our country’s response to the risk of climate 
change. 
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Chairman Murray. Thank you very much. 

Mr. Gomez? 

STATEMENT OF ALFREDO GOMEZ, DIRECTOR OF NATURAL 

RESOURCES AND ENVIRONMENT, U.S. GOVERNMENT AC- 
COUNTABILITY OFFICE 

Mr. Gomez. Good morning, Chairman Murray, Ranking Member 
Sessions, and members of the Committee. I am pleased to discuss 
GAO’s work on Federal fiscal exposures posed by climate change 
and extreme weather events. 

Last year, we added limiting Federal fiscal exposures from cli- 
mate change to our list of high-risk issues needing transformation. 
According to the latest U.S. National Climate Assessment, extreme 
weather has become more frequent, more intense, including heat, 
heavy downpours, floods, and droughts. In addition rising sea lev- 
els pose risks to coastal areas. While scientists cannot link indi- 
vidual events to climate change, observed changes in recent years 
have shown that these events can affect the economy, including 
governments’ budgets, as it has already been stated. 

Implementing resilience measures now creates additional costs 
but could also provide benefits later. For context, the U.S. spends 
hundreds of billions of dollars on infrastructure each year, so mak- 
ing good choices now could prevent future losses. 

My testimony today discusses two areas: first, fiscal exposure to 
critical infrastructure and public lands; and, second, the need for 
improved Federal technical assistance to all levels of Government. 

First, regarding infrastructure and public lands, DOD has about 
a half million facilities with replacement value of about $850 bil- 
lion. DOD’s 2014 Quadrennial Defense Review said that the im- 
pacts of climate change may undermine the capacity of domestic in- 
stallations to support training. 

In May, we reported on the impact of wildfires and extreme 
weather on military readiness and infrastructure. We found that 
drought contributed to wildfires in an Alaskan base that affected 
readiness because of delays in training. We also described an ex- 
treme rain event at a base in the desert Southwest where a year’s 
worth of rain fell in 80 minutes, damaging 160 facilities and caus- 
ing $64 million in damage. 

Hundreds of thousands of other large Federal facilities face simi- 
lar vulnerabilities. For example, NASA has 5,000 buildings and 
other structures valued at $32 billion, and many are located in vul- 
nerable coastal areas. 

Regarding public lands, the Federal Government manages nearly 
30 percent of the Nation’s land. These assets are vulnerable to 
changes in the climate, including the possibility of more frequent 
and severe wildfires. 

Our work has found that appropriations for wildland fire man- 
agement activities have tripled, averaging approximately $3 billion 
annually in recent years, up from about $1 billion in 1999. 

My second main point focuses on the need for the Federal Gov- 
ernment to improve climate-related technical assistance to all lev- 
els of Government. With respect to the information needs of Fed- 
eral agencies, we have found that agencies have started to assess 
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their vulnerabilities, but they still need assistance building resil- 
ience into their infrastructure and planning processes. 

For example, we reported that DOD personnel conducting infra- 
structure planning efforts did not have information necessary to ac- 
counts for the risks of climate change. We recommended that DOD 
provide more information to installation planners, and DOD 
agreed. 

Regarding State and local governments that spend billions of dol- 
lars on infrastructure, our 2013 high-risk designation described 
challenges in developing a cohesive Federal approach to informa- 
tion sharing that can inform all levels of Government. Providing 
the best available information to State and local governments can 
help them address climate-related impacts when planning and 
building infrastructure. 

Much of this infrastructure is designed to last long into the fu- 
ture, but may have to be rebuilt or replaced if planners do not ac- 
count for future risks. 

We have ongoing work assessing governmentwide options to 
meet the climate-related information needs of all levels of Govern- 
ment. We also have work underway that may identify other steps 
the Federal Government could take to limit its fiscal exposure. 

It is worth noting that our work has not involved forecasting or 
modeling the specific budgetary impacts of these events. Instead, 
we have identified examples of actual and potential vulnerabilities 
that we should consider to minimize any future adverse impacts. 

Chairman Murray, Ranking Member Sessions, members of the 
Committee, this concludes my statement. 

[The prepared statement of Mr. Gomez follows:] 
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GAO has reported that improved climate-related technical assistance to all levels ■ 
of government can help limit federal fiscal exposures. The federal government 
invests tens of billions of dollars annually in infrastructure projects that state and ; 
local governments prioritize, such as roads and bridges. Total public spending on 
transportation and water infr'astructure exceeds $300 billion annually, with about 
25 percent coming from the federal government and the rest from state and local 
governments. GAO’s April 2013 report on infrastructure adaptation concluded 
that the federal government could help state and local efforts to increase their 
resilience by (1) improving access to and use of available climate-related 
information, (2) providing officials with improved access to technical assistance, 
and (3) helping officials consider climate change in their planning processes. 

— ■ United States Government Accountability Office 
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Chairman Murray, Ranking Member Sessions, and Members of the 
Committee: 

I am pieased to be here today to discuss our work on reducing federal 
fiscal exposures posed by climate change and extreme weather events,' 
Climate change affects the American people in far-reaching ways, 
according to the National Research Council (NRC) and the United States 
Global Change Research Program’s (USGCRP) May 2014 National 
Climate Assessment,^ Certain types of extreme weather events with links 
to climate change have become more frequent or intense according to 
NRC and USGCRP, including prolonged periods of heat; heavy 
downpours; and, in some regions, floods and droughts. In addition, 
according to NRC and USGCRP, warming causes sea level to rise, sea 
ice to melt, and oceans to become more acidic as they absorb carbon 
dioxide. While it is not possible to link any individual weather event to 
climate change, these and other observed impacts of such events disrupt 
people's lives and affect many sectors of our economy, including the 
budgets of federal, state, and local governments. 

Extreme weather events have cost the nation tens of billions of dollars in 
damages over the past decade. In 201 2, for example, Superstorm Sandy 
alone caused tens of billions of dollars in damages to buildings, utilities, 
transportation systems, and other infrastructure. Heavy rainfall and 
snowfall events (which increase the risk of flooding) and heatwaves are 
generally becoming more frequent, consistent with theoretical 
expectations for a warmer and moister atmosphere due to changes in the 
climate, according to a February 2014 joint report by the U.S. National 


'Our past work identified a variety of fiscal exposures — responsibilities, programs, and 
activities that expticitly or imptidtiy expose the federal government to future spending. 
Fiscal exposures vary vndely as to source, extent of the governments legal commitment, 
and magnitude. Furtoer, some of these factors may change over time. For example, the 
government's re^onse to an event or series of events can strengthen expe<^tions that 
the government wll re^nd in toe same vray to similar events in the ftjture. For additional 
infonnation, see Fiscal Exposures: Improving Cost Recognition in the Federal Budget, 
GAO-14-28 (Washington, D.C.: Oct. 29, 2013). 

^Melillo, Jerry M., Terese (T.C.) Richmond, and Gary W. Yohe, Eds., 2014: Climate 
Change Impacts in the United States: The Third Nadonal Climate Assessment. U.S. 
Global Change Research Program (Washington D.C.; May 2014). Click here for more 
infoimation about USGCRP. NRC is the principal operating agency of the National 
Academy of Sdences and the National Academy of Engineering. For more information 
about NRC, click here. 
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Academy of Sciences and the Royal Society in the United Kingdom.^ The 
federal budget, however, generally does not account for disaster 
assistance provided in cases such as Superstorm Sandy— for which 
Congress provided about $60 billion in budget authority for such 
assistance — or the long-term impacts of climate change on existing 
federal Infrastructure and programs.'^ Because of these significant 
financial risks and the nation’s fiscal condition, in February 2013, we 
added Limiting the Federal Government's Fiscal Exposure by Better 
Managing Climate Change Risks to our list of high-risk areas.^ 

One way to reduce the potential impacts of climate change is to invest in 
enhancing resilience. The National Academies define resilience as the 
ability to prepare and plan for, absorb, recover from, and more 
successfully adapt to adverse events.® As we reported in April 2013, 
enhanced resilience results from actions to reduce potential future losses, 
rather than waiting for an event to occur and paying for recovery 
afterward.^ Enhancing resilience has begun to receive more attention 
because greenhouse gases that are in the atmosphere could continue 
altering the climate system into the future, regardless of efforts to control 
emissions. 


®U.S. NaKonal Academy of Sciences and The Royal Society, Climate Change: Evidence 
and Causes (Washington, D.C.: Feb 27, 2014). Click here to access the report and here 
for more information about the Royal Society, the national academy of science in the 
United Kingdom. 

“Congress temporarily increased the borrowing authority for the National Flood Insurance 
Program by $9.7 bHIicwi and provided about $50 billion in appropriated funds for expenses 
related to the consequences of Superstorm Sandy. 

®GAO, High-Risk Series: An Update. GAO-13-283. February 2013, Every 2 years at the 
start of a new Congress, GAO calls attention to agencies and program areas that are 
high-risk due to their vulnerabilities to fraud, waste, abuse, and mismanagement, or are 
most in need of transformation. Click here to access the Limiting the Federal 
Government's Fiscal Exposure by Better Managing Climate Change Risks content. The 
focus of this high-risk area may evolve over time to the extent that federal climate change 
programs and policies change. 

®The National Academies. Committee on Increasing National Resilience to Hazards and 
Disasters; Committee on Science. Engineering, and Public Policy; Disaster Resilience: A 
National Imperative (Washington. D.C.. 2012). 

^GAO, Climate Change: Future Federal Adaptation Efforts Could Better Support Local 
Infrastnjcture Decision Makers, GAO-13-242 (Washington. D.C.: Apr 12, 2013). 
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Implementing resilience measures creates additional up-front costs but 
could also confer benefits, such as a reduction in future damages from 
dimate-related events. Federal efforts have begun to focus on enhancing 
resilience and providing Information to state and local decision makers so 
they can make more informed decisions about fiscal exposure to potential 
dimate-related events.® Decisions to adapt infrastructure to climate 
change can also depend on many other factors, such as the availability of 
substitutes or the remaining useful life of existing infrastructure. 

My testimony today discusses (1) federal fiscal exposures resulting from 
climate-related and extreme weather impacts on critical infrastructure and 
federal lands, and (2) how improved federal technical assistance to all 
levels of government can help reduce climate-related fiscal exposures. 

My testimony is based on reports we issued from August 2007 to May 
2014. Detailed information on our scope and methodology for our prior 
work can be found in those reports. The work this testimony is based on 
was conducted in accordance with generally accepted government 
auditing standards. Those standards require that we plan and perform the 
audit to obtain sufficient, appropriate evidence to provide a reasonable 
basis for our findings and conclusions based on our audit objectives. We 
believe that the evidence obtained provides a reasonable basis for our 
findings and conclusions based on our audit objectives. 


Climate-Related and 
Extreme Weather 
Impacts on 
Infrastructure and 
Federal Lands 
Increase Federal 
Fiscal Exposures 


As our past work has found, climate-related and extreme weather Impacts 
on physical infrastructure such as buildings, roads, and bridges, as well 
as on federal lands, increase federal fiscal exposures. Infrastructure is 
typically designed to withstand and operate within historical climate 
patterns. However, according to NRC, as the climate changes, historical 
patterns do not provide reliable predictions of the future, in particular, 
those related to extreme weather events.® Thus, infrastructure designs 
may underestimate potential climate-related impacts over their design life, 
which can range up to 50 to 100 years. Federal agencies responsible for 
the long-term management of federal lands face similar impacts. Climate- 


®For example, click here to access the Climate Change Resilience website maintained by 
the Council on Environmental Quality <CEQ) within the Executive Office of the President. 

®See, for example, NRC. Panel on Strategies and Methods for Climate-Related Decision 
Support, Committee on the Human Dimensions of Global Change. Informing Decisions in 
a Changing Climate (Washington, D.C.: 2009). 
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related impacts can increase the operating and maintenance costs of 
infrastructure and federal lands or decrease the infrastructure’s life span, 
leading to increased fiscal exposures for the federal government that are 
not fully reflected In the budget. Key examples from our recent work 
include (1) Department of Defense (DOD) facilities, (2) other large federal 
facilities such as National Aeronautics and Space Administration (NASA) 
centers, and (3) federal lands such as National Parks. 

DOD Facilities DOD manages a global real-estate portfolio that includes over 555,000 

facilities and 28 million acres of land with a replacement value that DOD 
estimates at close to $850 billion. Within the United States, the 
department’s extensive infrastructure of bases and training ranges — 
critical to maintaining military readiness — extends across the country, 
including Alaska and Hawaii. DOD incurs substantial costs for 
infrastructure, with a base budget for military construction and family 
housing totaling more than $9.8 billion in fiscal year 2014. As we reported 
in May 2014, this infrastructure is vulnerable to the potential impacts of 
climate change, including increased drought and more frequent and 
severe extreme weather events in certain locations. 

in its 2014 Quadrennial Defense Review, DOD stated that the impacts of 
climate change may increase the frequency, scale, and complexity of 
future missions, while undermining the capacity of domestic installations 
to support training activities. For example, in our May 2014 report on 
DOD infrastructure adaptation, we found that drought contributed to 
wildfires at an Army installation in Alaska that delayed certain units’ 
training (see fig. 1).^^ Further, the fire limited the use of certain weapons 
systems in training and decreased the realism of the training. 


^°GAO, Climate Change Adaptation: DOD Can Improve Infrastnjcture Planning and 
Processes to Better Account for Potential Impacts, GAO-14-446 (Wa^ington, D.C.: May 
30, 2014). 

^^GAO-14-446. Adaptation is defined as adjustments to natural or human systems in 
response to actual or expected climate change. 
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Figure 1: Wildfire on a DOD Training Range in Alaska 



Smrce: Alaska Fra Service | GAO>i4-50^T 

Note: Drought conditions contributed to a 2013 fire that limited the use of certain weapons systems 
and training activities. 


Our May 2014 report also found that more frequent and more severe 
extreme weather events may result in increased fiscal exposure for DOD. 
Extreme precipitation events may lead to potential vulnerabilities such as 
increased maintenance costs for roads, utilities, and runways and 
increased flood-control measures. For example, we reported that in 
August 2013, a military base in the desert Southwest experienced an 
extreme rain event in which approximately 1 year’s worth of rain fell in 80 
minutes. According to Army officials and documents, the flooding caused 
by the storm damaged more than 1 60 facilities, 8 roads, 1 bridge, and 
11,000 linear feet of fencing and resulted in an estimated $64 million in 
damage. Figure 2 shows flood damage to guard towers from this event. 
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Figure 2: Army Training Area in Southwestern United States 



Note: Guard towers at an Amty training area in the Southwestern United States (left); The same type 
of guard tower, toppled and severely damaged by flash flooding from an extreme precipHation event 
at this trainirjg area (right). 


other Large Federal Facilities The federal government owns and operates hundreds of thousands of 
non-defense buildings and facilities that a changing climate could affect. 
For example, NASA’s real property holdings include more than 5,000 
buildings and other structures such as wind tunnels, laboratories, launch 
pads, and test stands. In total, these NASA assets— many of which are 
located in vulnerable coastal areas— represent more than $32 billion in 
current replacement value. Our April 2013 report on infrastructure 
adaptation showed the vulnerability of Johnson Space Center and its 
mission control center, often referred to as the nerve center for America’s 
human space program.’^ As shown in figure 3, the center is located in 
Houston, Texas, near Galveston Bay and the Gulf of Mexico. Johnson 
Space Center’s facilities— conservatively valued at $2.3 billion— are 
vulnerable to storm surge and sea level rise because of their location on 
the Gulf Coast. 


’^eAO-13-242. 
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Figure 3: Location of Johnson Space Center 


Federal Lands federal government manages nearly 30 percent of the land in the 

United States for a variety of purposes, such as recreation, grazing, 
timber, and habitat for fish and 'wildlife. Specifically, federal agencies 
manage natural resources on about 650 million acres of land, including 
401 national park units and 155 national forests. As we reported in May 
2013. these resources are vulnerable to changes in the climate, including 


Page 7 


GAO-14-504T 




439 


increases in air and waler temperatures, wildfires, and drought; forests 
stressed by drought becoming more vulnerable to insect infestations; 
rising sea levels; and reduced snow cover and retreating glaciers.” In 
addition, various species are expected to be at risk of becoming extinct 
due to the loss of habitat critical to their survival. Many of these changes 
have already been observed on federally managed lands and waters and 
are expected to continue, and one of the areas where the federal 
government's fiscal exposure is expected to increase is in its role as the 
manager of large amounts of land and other natural resources. According 
to USGCRP's May 2014 National Climate Assessment, hotter and drier 
weather and earlier snowmelt mean that wildfires in the West start earlier 
in the spring, last later into the fall, and burn more acres.*'' Appropriations 
for the federal government's wildland fire management activities have 
tripled, averaging over $3 billion annually in recent years, up from about 
$1 billion in fiscal year 1999.'® 


Improved Climate- 
Related Technical 
Assistance to All 
Levels of Government 
Can Help Limit 
Federal Fiscal 
Exposures 


As we have previously reported, improved dimate-related technical 
assistance to ail ievds of government can help limit federal fiscal 
exposures. Existing federal efforts encourage a decentralized approach to 
such assistance, wth federal agencies incorporating climate-related 
information Into their planning, operations, policies, and programs and 
establishing their own methods for collecting, storing, and disseminating 
climate-related data. Reflecting this approach, technical assistance from 
the federal government to state and local governments also exists In an 
uncoordinated confederation of networks and institutions. As we reported 
in our February 2013 high-risk update, the challenge is to develop a 
cohesive approach at the federal level that also informs action at the state 
and local levels.^^ 


’^GAO, Climate Change: Various Adaptation Efforts Are Under Way at Key Natural 
Resource Management Agencies. GAO-13-253 (Washington, D.C.: May 31. 2013). 

’^Melilfo, Jerry M.. Terese (T.C.) Richmond, and Gary W. Yohe, Eds., 2014: Climate 
Change Impacts in the United States: The Third National Climate Assessment. U.S. 
Global Change Research Program (Washington D.C.: May 2014). 

^®Click here to access a summary of vwldland fire management issues and related reports 
on GAO’S Key Issues website. See also Congressional Research Service, Wildfire 
Management: Federal Funding and Related Statistics, R43077 (MarcJi 5. 2014). 

^®GAO-13-283. 
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Federal Decision Makers The Executive Office of the President and federal agencies have many 

efforts underway to increase the resilience of federal infrastructure and 
programs. For example, executive orders issued in 2009 and 2013 
directed agencies to create climate change adaptation plans which 
integrate consideration of climate change into their operations and overall 
mission objectives, including the costs and benefits of improving climate 
adaptation and resilience with real-property investments and construction 
of new facilities.”*^ 

Recognizing these and many other emerging efforts, our prior work 
shows that federal decision makers still need help understanding how to 
build resilience into their infrastructure and planning processes. For 
example, in our May 2014 report, we found that DOD requires selected 
infrastructure planning efforts for existing and future infrastructure to 
account for climate change impacts, but its planners did not have key 
information necessary to make decisions that account for climate and 
related risks.*® We recommended that DOD provide further infomiation to 
installation planners and clarify actions that account for climate change in 
planning documents. DOD concurred with our recommendations. 

Previously, in 2007, we concluded that federal resource management 
agencies had not made climate change a high priority and did not have 
specific guidance in place advising their managers on addressing the 
effects of climate change in their resource management.*® As a result, we 
recommended that that the Secretaries of Agriculture, Commerce, and 
the Interior develop guidance for their resource managers that explains 
how they expect to address the effects of climate change, and the three 
departments generally agreed with this recommendation. However, as we 
found in our May 2013 report, resource managers still struggled to 
incorporate climate-related information into their day-to-day activities. 


’^Executive Order 13514, Federal Leadership in Envimnmental, Energy, and Economic 
Performance (Oct. 5. 2009). Executive Order 13653, Preparing the United States tor the 
Impacts of Climate Change (Nov. 1. 2013). Click here for more information on these 
executive orders. 

*®GA0-14-446. 

*®GAO, aimate Change: Agendes Should Develop Guidance for Addressing the Eflfecte 
on Federal Land and Wafer Resources, GAO-07-863 (Washington, D.C.: Aug. 7, 2007). 
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even with the creation of strategic policy documents and high-level 
agency guidance.^® 

State and Local The federal government invests tens of billions of dollars annually in 

Decision Makers infrastructure projects prioritized and supen/ised by state and local 

governments. In total, the United States has about 4 million miles of roads 
and 30,000 wastewater treatment and collection facilities. According to a 
2010 Congressional Budget Office report, total public spending on 
transportation and water infrastructure exceeds $300 billion annually, with 
roughly 25 percent of this amount coming from the federal government 
and the rest coming from state and local governments.^’ However, the 
federal government plays a limited role in project-level planning for 
transportation and wastewater infrastructure, and state and local efforts to 
consider climate change in infrastructure planning have occurred primarily 
on a limited, ad hoc basis. The federal government has a key interest in 
helping state and local decision makers increase their resilience to 
climate change and extreme weather events because uninsured losses 
may Increase the federal government’s fiscal exposure through federal 
disaster assistance programs. 

Louisiana State Highway 1 is an example of infrastructure of national 
importance that is managed by state and local governments. Our April 
2013 report on infrastructure adaptation found that according to National 
Oceanic and Atmospheric Administration estimates, within 15 years, 
segments of Louisiana State Highway 1 will be inundated by tides an 
average of 30 times annually due to relative sea level rise.^ Louisiana 
Highway 1 is the only road access to Port Fourchon, which services 
virtually all deep-sea oil operations in the Gulf of Mexico, or about 18 
percent of the nation’s oil supply. Flooding of this road effectively closes 
this port. Because of Port Fourchon's significance to the oil industry at the 
national, state, and local levels, the U.S. Department of Homeland 
Security, in July 201 1 , estimated that a closure of 90 days could reduce 


20GAO-1 3-253. 

^’Congressiwial Budget Office, Public Spending on Transportation and Water 
Infrastructure, Pub. No. 4088 (Washington. D.C,: November 2010). 

2^GA0-13-242. 
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the national gro^ domestic product by about $7.8 biliion.^^ Figure 4 
shows Louisiana State Highway 1 leading to Port Fourchon. 


Figure 4; Louisiana State Highway 1 Leading to Port Fourchon 



Sourco: NOAA, ] GAO-14-504T 


We found in April 2013, that infrastructure decision makers have not 
systematically Incorporated potential climate change impacts in planning 
for roads, bridges, and wastewater management systems because, 
among other factors, they face challenges identifying and obtaining 
available climate change information best suited for their projects.^'* Even 
when good scientific information is available, it may not be in the 
actionable, practical form needed for decision makers to use in planning 


^^Department of Homeland Security. National Infrastructure Simulation and Analysis 
Center, Risk Development and Modeling Branch. Homeland Infrastructure Threat and 
Risk Analysis Center. Office of Infrastructure Protection, In Collaboration with The 
National Incident Management Systems and Advanced Technologies Institute at the 
University of Louisiana at Lafayette. Louisiana Highway 1/Port Fourchon Study {July 15, 
2011). 

^'‘GAO-13-242. 
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and designing infrastructure. Such decision makers work with traditional 
engineering processes, which often require very specific and discrete 
information. Moreover, local decision makers— who, in this case, 
specialize in infrastructure planning, not climate science — need 
assistance from experts who can help them translate available climate 
change information into something that is locally relevant. In our site visits 
to several locations where decision makers overcame these challenges— 
including Louisiana State Highway 1— state and local officials 
emphasized the role that the federal government could play in helping to 
increase local resilience. 

Any effective adaptation strategy must recognize that state and local 
governments are on the front lines in both responding to immediate 
weather-related disasters and in preparing for the potential longer-term 
impacts associated with climate change. We reported in October 2009, 
that insufficient site-specific data — such as local temperature and 
precipitation projections — complicate state and local decisions to justify 
the current costs of adaptation efforts for potentially less certain future 
benefits.^ We recommended that the appropriate entities within the 
Executive Office of the President develop a strategic plan for adaptation 
that, among other things, identifies mechanisms to increase the capacity 
of federal, state, and local agencies to incorporate information about 
current and potential climate change impacts into government decision 
making. USGCRP's April 2012 strategic plan for climate change science 
recognizes this need, by identifying enhanced information management 
and sharing as a key objective,^' According to this plan, USGCRP is 
pursuing the development of a global change Information system to 
leverage existing climate-related tools, services, and portals from federal 
agencies. 

In our April 2013 report, we concluded that the federal government could 
help state and local efforts to increase their resilience by (1) improving 
access to and use of available climate-related information, (2) providing 
officials with improved access to technical assistance, and (3) helping 


^®GAO, Climate Change Adaptation: Strategic Federal Planning Could Help Government 
Officials Make More Informed Decisions, GAO-10-113 (Washington, D.C.: Oct. 7. 2009). 

^USGCRP. National Global Change Research Plan 201 2-2021 ; A Strategic Plan for the 
U.S. Global Change Research Program (Washington D.C.: April 2012). 
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officiais con^der climate change in their planning processes. As a 
result, we recommended, among other things, that the Executive Director 
of USGCRP or other federal entity designated by the Executive Office of 
the President work with relevant agencies to identify for decision makers 
the “best available’ climate-related information for infrastructure planning 
and update this information over time, and to clarify sources of local 
assistance for incorporating climate-related information and analysis into 
infrastructure planning, and communicate how such assistance will be 
provided over time. 

These entities have not directly responded to our recommendations, but 
the President's June 201 3 Climate Action Plan and November 201 3 
Executive Order 13653 drew attention to the need for improved technical 
assistance.^® For example, the Executive Order directs numerous federal 
agencies, supported by USGCRP, to work together to develop and 
provide authoritative, easily accessible, usable, and timely data, 
information, and decision-support tools on climate preparedness and 
resilience. In addition, on July 16, 2014, the President announced a 
series of actions to help state, local, and tribal leaders prepare their 
communities for the impacts of climate change by developing more 
resilient infrastructure and rebuilding existing infrastructure stronger and 
smarter.^® 

We have work under way assessing the strengths and limitations of 
govemmentwide options to meet the climate-related information needs of 
federal, state, local, and private sector decision makers. We also have 
work underway exploring, among other things, the risks extreme weather 
events and climate change pose to public health, agriculture, public 
transit systems, and federal insurance programs. This work may help 
identify other steps the federal government could take to limit its fiscal 
exposure and make our communities more resilient to extreme weather 
events. 


2’’GA0-1 3-242. 

^®More inf<MTnalion on the June 2013 Climate Action Plan and Executive Order 13653 can 
be found here. 

^®Click here for more Information on the resilience efforts announced on July 16, 2014. 
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Chairman Mumay, Ranking Member Sessions, and Members of the 
Committee, this concludes my prepared statement. I would be pleased to 
answer any questions you have at this time. 


GAO Contact and 
Staff 
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The Government AtxountabHity Office, the audit, evaluation, and 
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constitutional responsibilities and to help improve the performance and 
accountability of the federal government for the American people. GAO 
examines the use of public funds; evaluates federal programs and 
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Chairman Murray. Thank you very much. 

Ms. Goodman? 

STATEMENT OF THE HONORABLE SHERRI W. GOODMAN, 
EXECUTIVE DIRECTOR, CNA MILITARY ADVISORY BOARD 

Ms. Goodman. Thank you very much, Chairman Murray, Rank- 
ing Member Sessions, and Committee members. It is a privilege to 
be with you today. 

I am Sherri Goodman with the CNA Corporation, a not- for-prof- 
it, independent — 

Chairman Murray. Can you pull your microphone closer? 

Ms. Goodman. — research and analysis organization supporting 
national security and public sector leaders and organizations. I am 
privileged to serve as the founder and executive director of CNA’s 
Military Advisory Board. In this capacity, I am here today rep- 
resenting not only my own views but the collective wisdom of the 
16 generals and admirals who serve on CNA’s Military Advisory 
Board. 

The board first convened in 2006 to look at pressing national se- 
curity issues, including climate change. Our first report, published 
in 2007, identified climate change as a threat multiplier, especially 
in fragile regions of the globe. Since that first report, we have had 
over 30 generals and admirals serve on the on the board, collec- 
tively with more than 1,000 years of experience in evaluating secu- 
rity threats and mitigating risks. 

Our most recent report, which I submit for the record along with 
my written testimony, identifies the accelerating risk of climate 
change and observes that in some circumstances climate change 
has and will increasingly serve as a catalyst for conflict. 

From a national security framework, the costs of inaction on cli- 
mate change can be grouped into three areas: 

First, how climate change may cause increased instability around 
the world, which will likely lower economic prosperity and trade 
opportunities while increasing demand for U.S. military and diplo- 
matic involvement; 

Second, changes we are seeing in the Arctic today as a special 
case, an important case; 

And, finally, how climate change will impact our military. 

My discussion today is informed by the MAB and reflects our 
most recent findings, but what follows are my own views and ob- 
servations. 

In the 7 years that have passed since our initial assessment, we 
have witnessed more frequent and intense weather events, includ- 
ing heat waves, sustained heavy downpours, floods in some regions, 
and droughts in other areas. Nine of the ten costliest storms to hit 
the United States have occurred in the past 10 years, including 
Hurricane Katrina and Superstorm Sandy. Speaking for the MAB, 
we assess that the nature and pace of observed climate changes 
post severe risks for our national security. 

Having served for 8 years as Deputy tinder Secretary of Defense 
for Environmental Security, and 8 more years as executive director 
of the Military Advisory Board, I have learned how our senior mili- 
tary leaders approach risk and uncertainty. To them, managing 
risk is seldom about dealing with absolute certainties but, rather. 
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involves careful analysis of the probability of an event and the con- 
sequences, should the event occur. When it comes to our national 
security, even low-probability events with dire consequences must 
be considered and addressed. 

Today the risks posed by predicted climate change in the MAB’s 
judgment represent even graver potential than they did 7 years ago 
and require action today to reduce risk tomorrow. 

It is undeniable that the world around us in changing. In recent 
years, we have observed changing weather patterns manifest by 
prolonged drought in some areas and heavier precipitation in oth- 
ers. In the last few years, we have seen unprecedented wildfires 
threaten homes, habitats, and food supplies — not only across the 
United States, but also in Australia, Europe, Central Russia, and 
China. Low-lying island nations are preparing for complete evacu- 
ation to escape rising sea levels. Globally, we have seen recent pro- 
longed drought act as a factor driving both spikes in food prices 
and mass displacement of populations, each contributing to insta- 
bility and eventual conflict. 

The MAB is concerned about the projected impacts of climate 
change over the coming decades on those areas already stressed by 
water and food shortage and poor governance. In the medium term, 
those areas threatened by rising sea level are most at risk. There 
will be only so much we can do to keep the sea out, and in some 
areas the sea will not flow over the walls we build. It will flow 
under or around and make the land and aquifers not usable. Low- 
lying islands in the Pacific and great deltas, including the Mekong, 
the Ganges, the Nile, and the Mississippi are at increasing risk of 
not being able to support the populations that live there. Migration 
will become a larger form of adaptation. 

The Arctic is a case that deserves special attention. Allow me to 
tell a short sea story to illustrate. 

While serving as Deputy Under Secretary of Defense in the after- 
math of the Cold War, I led the U.S. team that worked with Rus- 
sia, Norway, and others to manage waste streams from decommis- 
sioned Russian nuclear submarines, including some that had been 
dumped into the Kara Sea, north of the Arctic Circle. In the course 
of that work, I became acutely aware of the unique Arctic environ- 
ment. Today, with increased shipping and greater opportunities for 
extraction of resources in the Arctic, the risk for a manmade crisis 
or disaster, such as a major oil spill, is rising. 

A recent report by the National Research Council finds that a 
spill the size of Deepwater Horizon would have devastating effects 
and last for decades. The world is not yet prepared to respond to 
a major accident in the Arctic. 

Some great work has been done to plan for increased future oper- 
ations in the Arctic. The problem is that the increased human pres- 
ence is happening now. Seventy-three ships sailed through the 
Northwest Passage in 2013, up from just four in 2007. And prep- 
arations for energy exploration are well underway. My colleagues 
on the MAB warn that today we do not have the communications 
equipment, navigation aids, and sufficient hardened-hull ships to 
respond to natural or manmade disasters in that fragile area or to 
protect our vital interests in the region. 
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Finally, the MAB has found that projected climate changes will 
have three major impacts on the military: more demand, challenges 
to readiness, and new and harsher operating environments. 

We expect to see an increased demand for forces across the full 
spectrum of operations. Domestically, responses to extreme weath- 
er events and wildfires in the U.S. will increase demand for the 
National Guard and Reserves. The frequency, severity, and prob- 
ability that these events may happen simultaneously will also like- 
ly increase demand for active-duty forces to provide defense sup- 
port of civil authorities. This concerns us — 

Chairman Murray. Ms. Goodman, if you can wrap up, we want 
to make sure we have time for questions. 

Ms. Goodman. Sure. All right. In a leaner military, many of our 
capabilities reside in the Guard and Reserve, and if they are being 
used domestically, they are less available to respond to worldwide 
crises. 

In addition to more demand, this will itself stress readiness. Our 
bases will be increasingly at risk from the effects of climate change. 
Our bases are vulnerable to sea level rise and extreme weather, in- 
cluding drought and wildfire. These vulnerabilities were assessed 
in that recent GAO report. 

On the positive side, we have seen increased awareness of cli- 
mate risks in communities around the U.S. and constructive plan- 
ning underway in various regions — 

Chairman Murray. Ms. Goodman, I am going to have to have 
you wrap up. 

Ms. Goodman. Okay. 

Chairman Murray. We have two more witnesses and a lot of 
questions. 

Ms. Goodman. I will conclude by quoting the foreword to the 
CNA MAB report, written by former Secretary of Homeland Secu- 
rity Mike Chertoff and former Secretary of Defense Leon Panetta, 
our most important message for this Committee is that this is a bi- 
partisan call to action. We make a compelling case that climate 
change is no longer a future threat. It is happening now. Actions 
to build resilience against the projected impacts of climate change 
are required today. 

Thank you. 

[The prepared statement of Ms. Goodman follows:] 
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Sherri W. Goodman 

Executive Director, CNA Military Advisory Board 
Before the U.S. Senate Budget Committee 
July 29, 2014 


The Cost of Inaction; The Economic and Budgetary Consequences of Climate Change 


Chairman Murray, Ranking Member Sessions, and Committee members, I thank you for inviting 
me to testify today. 

Introduction; CNA Military Advisory Board; Military Leadership and Climate Risks 
I am Sherri Goodman, and I am privileged to serve as the founder and Executive Director of 
CNA's Military Advisory Board— MAB for short. In this capacity, I am here today representing 
not only my views on the national security implications of climate change, but also the 
collective wisdom of the 16 Admirals and Generals who serve on CNA’s MAB. 

This board first convened in 2006 to look at pressing national security issues, including climate 
change. Our first report, published in 2007, identified climate change as a threat multiplier, 
especially in fragile regions of the globe. Since that first report, we have had over 30 Generals 
and Admirals serve on the on the board, collectively with more than one thousand years of 
experience in evaluating security threats and mitigating risks. Our most recent report, which I 
would like to submit for the Record, identifies the accelerating risk of climate change and 
observes that in some circumstances climate change has, and increasingly will, serve as a 
catalyst for conflict. 
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With carbon emissions, American 
interests should come first 

Alan D. Viard ( Rea! Clear Markets 
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The White House Office of Management and Budget (0MB) recently 
collected public comments on ttie social cost of carbon, a measure that 
federal agencies use in cost-benefit analyses of regulations diat affect 
greenhouse gas emis^ons. The social cost of carbon is intended to measure 
Uie dollar value of the harm caused through climate change vrfien an extra 
metric ton of carbon dioxide is emitted in the United States. Unfortunately, 
the executive branch has not property answered the question: Hamt to 
whom? 

Federal agencies currently use a global measure of the social cost of cartwn 
that includes the hami »iat U.S. emissions impose on everyone in the world. 
As I explained in my comment to 0MB, however, ttie agencies should use a 
domestic cos! measure that includes only harms to Americans, unless and 
until there’s an intemationai agreement to address dimate change. 


A number of federal agencies initially used domestic cost measures. In 2010, 
however, an interagency wcffking group adopted a global cost measure to be 
used by ali agencies. Choosing the right measure is important - global costs 
are estimated to be 10 to 14 times larger than domestic costs. 


The problem with using a global measure is that it requires Americans to 
sacrifice their wellbeing for the sake of p«?i^e elsewhere in the world. 
Suppose, for example, that each ton of U.S. emissons imposes $4 of dimate 
costs on Americans and $36 of climate costson tfie restofthe world, so that 
the domestic cost is $4 and Wie global cost is $40. Consider a reguiation that 
reduces emissions by a ton while imposing $20 of costs on the U.S. 
economy. Under he domesUc measure, this r^ufafiOT - like any regulation 
costing more than $4 - would be rejected. Underthe ^obat measure, hough, 
tile reguiation would be adopted wi the ^winds hat Americans' $16 sacrifice 
is outweighed by the $36 gain enjoyedby sherest ofthewwid. 

Should federal regulators impose these costs on Mtericans fw the greater 
good of the world? Certainly, the lives and heaRh of human beings outside 


http://www.aei.org/aiticle/energy-and-the-enviromnent/with-carbon-emissions-american-m... 


7/28/2014 
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the United States have the same moial vaAue as the lives and health of 
human beings inside the United States- And, we are inspired whwt we see 
people working across international to conbat poverty, disease, and 

oppression. Nevertheless, those a Bawredgwie for public 

policy because they fail to recognize U«t the U.S. governments primary 
mission is to serve the American peof^. 

As set forth in our Constitution, the U.S. govemm^wasestatHi^ed by and 
for "the people of the United States." That psmcif^ is so obwous that it's 
rarely even discussed. We take granted that our gov^nment places 
higher priority on aiding Americans wthoul health inairance than ai assisting 
the vast populations overseas \Mio lack even Ute rudlrnents of basic medical 
care. Or>e economic study estimated that, if our gov^ttment cared equally 
about Americans and the rest of the world, it vwsuW have spent $16,000 per 
American on foreign aid in 1999, almost 500 tmes moretttan the amount it 
actually spent. 

The principle thatVre U.S. government should i»^artiy serve the American 
people does not reflect any spedal wcHih of Am^cans. instead, it reBecis 
the special relationship that the citizens of any country have with their own 
government. International law recognizes that governments are entided to 
serve their citizens to the exclusion of oUier people. 

So. why did the interagency woridng group depart from these longstanding 
princip!e5?The group asserted that the global cost measure was appropriate 
because “climate r^ange presents 3 problem that frie United States alone 
cannot solve Even if the United Slates were to reduce its greenhouse gas 
emissions to zero, that step w>utd be far from ertough to avoid substantial 
climate change. Other countries would also need to take action.” But. friose 
observations refute, rafrier than support, the group's position, (f our 
government uses a global measure without other countries agreeing to do 
the same, we're just ramping up the unilateral approach that the working 
group admitted can't solve the problem. 

Things would be different if an international dimate agreement called on all 
countries to use a global cost measure - then each country, including ours, 
could benefit as everyone reduced their greenhouse gas emissions together. 
It would make sense to cooperate with other countries for everyone's mutual 
benefit but it does not make sense to sacrifice Americans' wellbeing in futile 
efforts to unilaterally sdve global problems. 

Furthemiore, Congress and the president have not adopted legislation 
instructing fed^al agencies to consider the impact of dimate change on 
people outside the United States, (in fact, when members of Congress and 
President Obama warn about the harmful effects of climate change, they 
conastently emphasize dixwghts, fires, and hurricanes in mis country, a 
pattern that continued to hold in the Senate's recent all-night discussion of 
dimate change.) Without legislatis® authorization, the interagency working 
group lacks the democratic legitimacy to make a sweeping mor^a decision 
requiring the American people to sacrifice their wellbeing for the sake of the 
rest of the world. 

In the absence of an international dimate agreement, federal agencies 
^ould use a domestic measure of the axsal cost of carbon. That approach 
would return federal policy to its proper focus - the wellbeing of the American 
people, 

Alan D. Viard is a resident scholar at the American Enterprise Institute. 
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Obama and the EPA: It's about 
rewarding friends and punishing 
enemies 


Benjamin Zycher | Los Angeles Times 
June 09, 2014 



Pfssidenl Barack Obama, with Environmental Protection Agency AOnWstrator Gna McCarthy, cemer, talks with EPA staff 
members who worked on »ie power-plant emissiorts standards, in the Rose Garden of the vrttiie House. June 2. 2014. 
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The Environmental Protection Agency published its Clean Power Plan 
Proposed Rule last week. By how much would the rule reduce future 
temperatures? If we apply the climate model developed at the National 
Center for Atmospheric Research ~ used by both the United Nations and the 
EPA —the new rule, even if implemented immediately, would reduce global 
temperatures in 20SO by less than a hundredth of a degree, and less than 
two-hundredths of a degree by 2100. Those trivial temperature effects are 
much smaller than the annual variability (1 i-hundredths of a degree) of the 
surface temperature record. They could not be measured reliably. 

The supporters of the rufe argue that it is just a part of a larger effort to 
reduce global greenhouse gas emissions by an amount sufficient to limit 
temperature increases to 2 degrees. But under the assumptions of the plan's 
supporters, that would require a global emissiOTS reduction of almost 80%, a 
goal impossible both economically and politically. 


di^jroporbonatefy. 

Tweet This would mandate an aggregate reduction of 30% in power 

plant emissions below 2005 lev^ by 2030, witii spedfic reduction 
requirements imposed on each slate. H allows 'flexibWty" for the ^ates in 
how they lower emissions (through efficiency standards, cap-and-trade 
programs, etc.), ostensibly to reduce the costs of nw^ng the regwrements. 
But it is ob\4ous that a major purpose of tiie flewteWy is to obscure the ways 
in vrfiich implementation will proceed, euid fous to hide the true cost of the 
emission reductions. Those costs are cwtain to be large; that is why Bie 
proposed rule is so contentious. One rec«yt estimate ftwi toe U.S. Chamber 
of Commerce is that the rule will cost more than S50 URic^ a year in reduced 
gross domestic product. 


More interesting is the wide dif?er«K» in co^ effects acwss toe stotes. As 
coal-fired electricity is more emisaons-intensiw toarf otosr lands of power 
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generation, the rule will increase casts mere in ^atesespedatly 
dependent on coal-fired power, and impose higher economic cxjsts in states 
in which the coal industry is a bigger part of the econesny. 

it is no accident that the states that will bear ttie brunt of the exists are red 
politically. Thus, the effect of the nite be to Inc^ase energy costs in red 
states relative to those in blue ^ates. 

A recent MIT study concludes that undw a pc^ny to reduce greenhouse gas 
emissions, "California, the Pacific Coast, New En^atdand New York 
generally experience the lowest cost ... while [Artcansas. Louisiana, and 
Oklahoma], Texas and Mountain states face toe higher." Wfith ffe exception 
of Oregon and Washington state, which have acxess to large amounts of 
cheap hydroelectric power, eleeWeity prices are ^ut $150 per megawatt- 
hour in the former states, and only atout $80 in toe latter ^up. 

The Obama "carbon" policy prorrases to raise costs in toe latter states 
disproportionately, because ttiey vnll have to reduce missions by ter more, 
thus reducing their advantages in terms of ecwiorrttc competition. 

The combination of large costs and zero climate benefits explains why toe 
president argued in a recent radio address that the new rule vwiuld prevent 
"up to 100.000 asthma attacks and 2.100 heart attacks" In the first year, 
rising thereafter, presumably because of ancillary reductions in such ottwr 
effluents as particulates, mercury and nitrog«i oxides. (Cartion dtoxide does 
not cause adverse health effects even at concentrations many limes higher 
than those current or projected.) 

But those pollutants already are regulated under other sections of toe Clean 
Air Act, and toe legal requliement is that those regulations "protect the public 
health” with an "adequate margin of safety," without consideration of costs Is 
it the posifion of the Obama administration that those regulations do not 
satisfy the requirements of the law? Or is the EPA double-counting the hearth 
benefits from other regulations already in force? Or is the EPA assuming 
further health benefits from reducing pollution levels that already are lower 
than those at which the epidemiological analyses suggest no adverse 
effects? 

No cme knows, because the EPA analytic methodology to a substantial 
degree is obscure and ihe EPA's answers to analysts' questions often are 
unclear. 

Given the minuscule effect of this policy on global temperatures under toe 
standard climate models, it is dear that toe administration's touting of other 
health benefits is a political maneuver. As used by proponents of the plan, 
the terms "carbon" and "caiton pdlution” are little more than propaganda, 
"Carbon" is not carbon dioxide, a natural substance not toxic to humans at 
many Vmes current ambient ccxicenfrations: and to define carbon dioxide as 
"pollufion" is an attempt simply to a^ume toe answer to the central policy 
question. 

The real pollution attendant upon this proposed regulation is that of our 
political institutions. A Congress unvnllw^ to enad such rules, or a carbon 
tax, has been shunted aside by raw administrative fiat in pursuit of refwards 
for friends and punishment for enemies. Will future administrations allow 
themselves to be constrained by the separafion of powers? it is difficult to 
see why they would 

Benjamin Zyeher is a scholar at the American Enterprise InstSute. 
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Chairman Murray. And I would remind everyone, all of your tes- 
timony is printed in the record. All the members have had a chance 
to see it as well, so, again, thank you. 

Dr. Montgomery? 

STATEMENT OF W. DAVID MONTGOMERY, PH.D., SENIOR VICE 
PRESIDENT, NERA ECONOMIC CONSULTING 

Mr. Montgomery. Thank you, and thank you for your invitation 
to appear before the Committee today. 

I am senior vice president at NERA Economic Consulting. I have 
spent most of the past 25 years working on studies of climate 
change issues, ever since I was Assistant Director for Natural Re- 
sources and Commerce at CBO and we did a study of the economic 
impacts of the carbon tax. And I have continued with that kind of 
work since then. I was the principal lead author of the Second As- 
sessment Report of the IPCC. I and my team have been part of the 
Integrated Assessment Modeling Consortium. We have published a 
number of studies on climate change issues. 

And what I would like to do today, as I tried to do when I ap- 
peared before the Committee for CBO, is to clarify some policy 
choices that I think the Budget Committee in particular faces in 
dealing with climate change. 

I do not think it is helpful to catalog all of the terrible things 
that climate change might do. The question for designing policy is 
what damages would be avoided by particular policy choices and at 
what cost, and that involves looking at real alternatives, including 
inaction. 

The example that I took in my testimony is something that is not 
exactly a fully fleshed out plan, but it is clearly stated and present. 
That is the Climate Action Plan announced by the President. Its 
goal is to reduce greenhouse gas emissions from the United States 
to 17 percent below 2005 levels by 2020. 

It and the kind of actions of the past few years by the adminis- 
tration make it clear that the approach will all be regulatory. It 
will be command-and-control regulations from EPA on the electric 
power sector, fuel economy standards, renewable fuel standards on 
transportation, energy efficiency standards. 

I understand that Dr. Lomborg is going to talk about the poten- 
tial costs and avoided damage from an ideal global policy. Well, we 
have found in our research that this kind of a regulatory approach 
would cost four times or more what that ideal policy would cost. 
And so the estimates that I have made for this hearing today are 
that by 2010 implementing the Climate Action Plan goals in this 
way would reduce Eederal tax revenues by about $150 billion. It 
would cost households about $1,000 per year in real disposable in- 
come. It would probably involve a 7-percent or more increase in 
electricity prices. And I would be happy to supply the Committee 
with more details of this analysis. 

And that is not even taking into account the revenue effects of 
potentially extending tax breaks for renewable energy, potential 
impacts of loan guarantees on the budget, all of which are rational- 
ized as part of climate policy. 

Now, what would the effects of this be? I have to say even the 
IPCC has concluded that it is not possible in the current state of 
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the art to do a calculation that goes from changes in emissions to 
changes in global damages. It is just beyond the state of our empir- 
ical knowledge and modeling capability. Nevertheless, I think we 
can tell the difference between big numbers and small numbers. 

When I calculate the cumulative emission reduction that the U.S. 
would achieve through the Climate Action Plan achieving its goal 
versus cumulative global emissions over the next 50 years, I see 
what we would achieve with the Climate Action Plan is about a 2- 
percent reduction in global cumulative emissions. 

That is assuming, and I think quite realistically, that China, 
Russia, and India continue on the course that they are already 
committed to for economic growth, in Russia’s case territorial ex- 
pansion and use of exports of fossil fuels to fund its adventurism. 

Anyway, this 2-percent change in global emissions would at 
most, based on the IPCC’s own calculations, produce about a dif- 
ference of a tenth of a degree in global average temperatures. It is 
beyond the capability of any model of impacts to tell the difference 
that that would make in the global impacts. 

So based on this, I think it is a very good idea to focus on adap- 
tation, and the Climate Action Plan does. We do not face the obsta- 
cles that poor countries around the world face to adaptation, but 
we do have policies in place that increase our vulnerability. In par- 
ticular, flood insurance, crop insurance, our method of disaster re- 
lief all create moral hazards, and they, I think, make a substantial 
contribution to what the IPCC itself recognizes as being the cause 
of the concern about weather events that we have been talking 
about for the last 15 or 20 minutes. 

In its Fifth Assessment Report, the IPCC states, “Economic 
losses due to extreme weather events have increased globally, 
mostly due to increase in wealth and exposure, with a possible in- 
fluence of climate change (low confidence in attribution to climate 
change).” 

So it is the choices that we have made as private citizens to put 
our residences at risk. And if we are going to adapt effectively in 
the U.S., I think we need to pay careful attention to what is the 
proper role of Government and what is it that can be done best by 
the private sector and needs to be left to the private sector. 

I think that we can protect ourselves and our property quite well 
if we are not insulated by Government programs from the con- 
sequences of our choices. I live on the Chesapeake Bay, and I know 
the risks that I am taking there. And I get very cheap flood insur- 
ance from the Flood Insurance Program that I should pay a lot 
more for. 

And once this is sorted out, then I think there certainly are pub- 
lic goods. There is public infrastructure that only the Government 
can invest in efficiently. But I would simply here issue a warning 
that we are looking at things — we are looking at public invest- 
ments in things like roads, public health, bridges and dams, flood 
protection, fire protection. All of these have their own constitu- 
encies, agencies that carry them out, and congressional appropri- 
ators who deal with them. And I would just suggesting it would be 
a very good role for the Budget Committee to look critically at 
these proposals for increased spending for adaptation to make sure 
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that they are not just agency creep and really are focused on doing 
something. 

Thank you, and I will stop. 

[The prepared statement of Mr. Montgomery follows:] 
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Chairman Murray, Ranking Member Sessions and Members of the Committee: 

Introduction: 

I am honored by your invitation to testify on this very important topic. I am an economist 
and Senior Vice President at NERA Economic Consulting. I have worked on climate 
change issues and policy since 1988, when I was Assistant Director for Natural 
Resources and Commerce at the Congressional Budget Office and led CBO's study of the 
economic impacts of a carbon tax. Prior to that 1 was chief economist in the Office of 
Program Analysis and Evaluation in the Office of the Secretary of Defense and headed 
energy modeling and forecasting activities in the Energy Information Administration. 

After leaving government service, I continued to concentrate on climate policy for most 
of the last 25 years. I served as a Principal Lead Author of the IPCC's Second 
Assessment Report and as a Peer Reviewer of subsequent reports including the most 
recent. I have led numerous studies in which I and my colleagues at NERA used our 
economic models to estimate the costs and emission reductions of proposed climate 
policies including those included in the President's Climate Action Plan. I have 
published many articles on these topics in refereed professional journals, and had the 
privilege of contributing a chapter on black carbon mitigation to a volume on climate 
change edited by Professor Lomborg a few years ago.* 


’ "Black Carbon Mitigation." With R Baron and S. Tuladhar. Chapter 4 in Smart Solutions to Climate 
Change - Comparing Costs and Benefits, Bjorn Lomborg (ed.), Cambridge University Press, 2010. 
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In the past few years I have taken a particular interest in the relative merits of mitigation 
and adaptation as responses to climate change risks, and in particular in the role of 
political and economic freedom in making it possible for poor countries to grow 
economically and at the same time to reduce their carbon intensity and become more 
resilient in adapting to climate change. 

I am testifying on my own behalf today, and statements in this testimony represent my 
own opinions and conclusions and do not necessarily represent opinions of any other 
consultant at NERA or any of its clients. 

Summary 

Today's hearing centers on the potential damage that climate change could cause and how 
that possible damage could affect the economy and the Federal budget. This is a very 
broad topic, and the questions that it raises cover nearly every aspect of our knowledge 
about climate change; 

• How imminent and likely is damage from global warming? 

• What is the government's role in reducing the potential damage from climate 
change? 

• How much should be spent on public investments to "protect people" from 
climate risks? 

• How much damage can be avoided by reducing greenhouse gas emissions? 

• What will it cost the Federal budget and the U.S. economy to reduce emissions? 

• How confident can we be that spending more now will reduce the likelihood or 
magnitude of future costs enough to justify the expenditure? 

It is far from clear that recent weather events are anything more than normal variability in 
storm frequency and intensity, and the nature, timing and extent of damage from climate 
change remains highly uncertain. This does not imply that no action is justified, but it 
does imply that costs and avoided risks must be balanced carefully. 
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Unlike reducing greenhouse gas emissions, fisr which there are not adequate private 
incentives in the absence of government policies, there are quite sufficient incentives for 
private households and businesses to pay attention to risks of climate change. The role of 
government should be limited to revising priorities for public investments in light of 
climate risks, and reforming existing policies and programs that distort incentives for risk 
minimization, such as subsidized flood insurance. 

Since the public investments that could be justified as a defense against climate change 
will be under the jurisdiction of the same Congressional committees and executive 
agencies now dealing with similar activities, there will be natural incentives in Congress 
and the agencies to propose increases in spending beyond what a critical evaluation of 
costs and risk reduction would justify. Expanding the role of government into activities 
that could be done perfectly well by the private sector will not save budgetary resources, 
nor will overinvestment in areas where government does have a responsibility. There are 
also questions of timing. At a time when we face threats around the world, national 
security might be better served by reversing planned reductions in military manpower and 
force structure than by increasing funding for climate related activities in DOD. Thus 
critical evaluation of such budget proposals will be very important. 

Policies to reduce greenhouse gas emissions, such as the Administration's Climate Action 
Plan (CAP), have also been rationalized on the grounds that spending now will avoid 
higher costs later. I have used our Ne„ERA model of the U.S. economy to estimate the 
economic cost and budgetary impact of policies sufficient to achieve the CAP goal of 
reducing emissions to 1 7% below 2005 levels by 2020. The regulatory policies favored 
by the Administration would be likely to reduce the average household's disposable 
income by about $1000 in 2020, reduce Federal revenues by over $150 billion due to 
reduced economic growth, and cause electricity prices to rise by about 7%. 

Holding U.S. emissions at 1 7% below 2005 levels all the way to 2040 would reduce 
cumulative global emissions over that period by less than 2%, because of the declining 
share of the U.S. in global emissions. That would take as little as three-hundredths of a 
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degree and no more than one ten-tenth of a degree off the rise in global average 
temperatures that might occur otherwise. Damages to the U.S. would probably be 
reduced by about the same 2 percent. 

This leaves the question of whether there is a national security interest in climate change 
due to its likelihood of increasing conflicts or effects on U.S readiness. It is true that 
most of the damage from climate change will not occur in the U.S. but rather in poor 
countries in equatorial regions ~ in other words, in regions where failed states, rapacious 
dictators, and ethnic and religious violence are endemic. The paltry difference in global 
warming that the US can make by reducing emissions will not help those countries. I 
believe that we have both a national interest and moral obligation to provide effective, 
community based aid to those countries to assist them in adaptation. The overwhelming 
evidence, however, is that resilience to climate change - that is, ability to adapt - is 
greatest in countries whose open political systems and free market economies provide 
both the incentives and the stability for private investments in adaptation, and impossible 
to achieve in others. Thus it would be far better to concentrate on ways to bring about 
open political and economic systems in these poor countries than to engage in more of 
the planned, top down aid that has failed to alleviate poverty or violence up to now. 
Absent such changes, providing adequate budgets for national defense to deal with 
threats from those regions will remain the same high priority no matter how they are 
affected by climate change. 

Budget Impacts Come from Policy Choices 

Climate analysts use the word "mitigation" to describe actions intended to reduce 
greenhouse gas emissions or their effects on global temperature, and "adaptation" to 
describe human responses that can lessen the damage from higher temperatures. It is 
convenient to put policy choices into one or the other of these categories. Mitigation 
policies are intended to avoid future damage from climate change by reducing 
greenhouse gas emissions and limiting the range of likely increases in global average 
temperatures. Adaptation policies are intended to reduce the damage from climate 
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change if and when it does occur. Both types of policies can have effects on the economy 
and the budget, but they differ greatly in their cost-effectiveness in reducing risks. 

Possible climate impacts form the basis for either mitigation or adaptation. For example, 
the President's Climate Action Plan states that " we are already feeling [climate] impacts 
across the country and the world." In this, the President goes well beyond what the IPCC 
has stated. We have indeed experienced weather events that might in the future be made 
worse by rising global temperatures, but the evidence that any recent events are caused 
by global warming is not convincing even to the IPCC.^ The events are well within 
normal variability of the weather system, do not need a driver of rising global 
temperature to happen. Most of record damage due to storms is clearly attributable to 
greater development in areas known to be vulnerable and not to an increase of the hazard. 
Fixing the incentives to locate in locations at risk is far more cost-effective than 
encouraging and then protecting unwise investments through mitigation or adaptation. 

Although it is true that demanding certainty before acting is rarely a good risk 
management strategy, always assuming the worst and acting as if it is sure to happen 
without immediate action is equally bad risk management. So is insisting on doing 
something even though it is too late or too little to matter. 

A prudent balancing of costs and risks is necessary, and that is very hard to do given the 
present lack of quantification and high uncertainty about what the effects of climate 
change will be. The range of temperature increases predicted as a result of a doubling of 
greenhouse gas concentrations is wider in the most recent IPCC Fifth Assessment Report 
than it was in the Fourth, fi'om 1 .5 to 4.5 degrees Celsius, and global temperature increase 
has stalled for the past 15 years. If the cause is that uncertain, the effects cannot be any 
less uncertain. Although studies of the potential damages of events hypothesized to be 
caused by climate change, known as "effects research," have proliferated, integrated 
assessment modelers have not yet succeeded in extending their models that predict 

^ For example, in its Fifth Assessment Report (FAR) the IPCC states that " Economic losses due to 
extreme weather events have increased globally, mostly due to increase in wealth and exposure, with 
a possible influence of climate change (low confidence in attribution to climate change).” 
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temperature change to generate estimates of the eifects of temperature increase and the 
damages that they would cause.^ Moreover, the effects of temperature increase are likely 
to be so localized and model results are so inconsistent about global effects that global or 
national planning is most likely to do the wrong thing in the wrong place/ Reduction of 
greenhouse gas emissions from the United States feces the high likelihood that the 
countries that will emit the most emissions over the next decade, including China, India 
and Russia, will do nothing to reduce their emissions, leaving climate risks about the 
same no matter what the U.S. does. 

Mitigation Policy 

Thus the &st questions about mitigation policy have to be about its present economic 
costs and budgetary effects and its possible future benefits. Implementation of the 
President's Climate Action Plan in particular would have significant effects on revenues 
and outlays as well as negative impacts on the economy as a whole. 

Economic and Revenue Impacts of Mitigation Policy 

In order to assess the consequences of the Climate Action Plan, my colleagues and I used 
NERA's NewERA model of the U.S. economy. NewERA is a computable general 
equilibrium model of the U.S. economy that has been used by a wide range of clients for 
assessments of energy and environmental policies, including the U.S. Department of 
Energy in its evaluation of the public interest in allowing natural gas exports.^ For this 
study, we used a version of the model that has a baseline for taxes and expenditures based 
on CBO's long term budget outlook and a detailed representation of income taxes and 
drivers of spending. 


^ Again the FAR states "In recent decades, climate change has likely contributed to human ill-health 
although the present world-wide burden of ill-health from climate change is relatively small 
compared with effects of other stressors and is not well quantified." 

Robert Mendelsohn, op cit 

5 For a description of the model and how we represent policies like the CAP in it, see Sugandha D. 
Tuladhar, Sebastian Mankowski, and Paul Bernstein. The Interaction Effects of Market-Based and 
Command-and-Control Policies. Energy Journal, Vol 35, No. SIl. 
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Economic Impacts 

We took the Climate Action Plan goal of a 17% reduction in greenhouse gas emissions 
below 2005 level by 2020, and assumed the same cap would remain in place thereafter. 
We found that is the goal were achieved in the most cost-effective possible way, by 
achieving an equal marginal abatement cost across all possible ways of reducing 
emissions, there would still be impacts on energy prices, GDP, and federal, state and 
local tax revenues: 

• Energy prices: 7% higher residential electricity prices in 2020, 23 cent per gallon 
or higher gasoline prices, and about a 10 cent per million BTU increase in natural 
gas prices due to increased demand for natural gas for power generation. 

• Real disposable income: Less by over $200 per household in 2020 

• Tax revenue: Federal revenue down by $40 billion in 2020 and State and local 
revenue by $4 billion. 

Energy prices occur because limiting greenhouse gas emissions requires moving to 
higher cost sources of energy, and abandoning capital investments that rely on coal or oil 
to replace them with more costly sources of energy. These costs are all passed on to 
consumers in the form of higher prices. These cost increases and the demand for 
resources to replace existing capital prematurely ripple through the economy and reduce 
wages, returns to capital and GDP. Higher prices and lower wages and returns on 
investment lead to lower disposable income for households and to a shrinking of the tax 
base that reduces Federal and state revenues. 

Costs would be higher with actual policies that leave some sectors out and drive others 
too far. The CAP is not a broad and uniform policy that puts a uniform price on carbon 
dioxide emissions wherever they occur in the economy, that would concentrate effort on 
reducing emissions where it is most cost-effective. Instead, the Climate Action Plan lists 
a series of regulatory measures to force electric utilities, consumers and motorists to 
switch fuels and use less energy. The stated components of the CAP include 
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• EPA's C02 emission standards for new and existing powerplants 

• Tightening new car fuel economy standards 

• More strict appliance efficiency standards 

It is dubious that these specific measures alone* could achieve the stated goal, but they do 
identify a regulatory approach to climate policy that would be much more costly than the 
estimates I gave for a minimum cost approach if it were expanded sufficiently to achieve 
the 17% reduction. In a paper published last year in the Energy Journal, my colleagues 
compared the cost a policy that achieved emission reductions at least cost to the cost of 
various regulatory policies that achieved the same goal.^ 

The key figure from their paper is reproduced below. The horizontal axis measures 
cumulative emission reductions from 2010 - 2050 in millions of metric tons, and the 
vertical axis measures costs in net present value over the same time period, in trillions of 
dollars. The curved line represents the minimum cost, with ideal policies, at which 
emission reductions could achieved. Any point below the line represents a policy that 
achieves the same emission reduction at higher cost. The policies labeled TRN includes 
transportation measures such as fuel economy standards and renewable fuel standards. 
The policy labeled CES is a policy that requires utilities to source progressively larger 
percentages of their generation from "clean" sources including natural gas and 
renewables. The point labeled RPS is a more conventional renewable portfolio standard 
for electricity generators. The policy labeled REG contains all of the above plus 
tightened energy efficiency standards. Thus REG contains the same regulatory elements 
as the Climate Action Plan, and applies them to the electricity generation sector, 
transportation sector, and household sector with sufficient severity to lead to cumulative 
emission reductions of about 30 million metric tons between 2010 and 2050. 


THE PRESIDENT'S CLIMATE ACTION PLAN Executive Office of the President June 2013. pages 6 - 9. 
’’ Tuladhar et. at 
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Changes in Discounted PV of Welfare from 2010-20^ for Regulatory Mandates Compared to Efficient 
Frontier (Trillions of 2010$) 



If the goal of the Climate Action Plan is to reduce emissions to 17% below 2005 levels 
by 2020 were met, and emissions were held at this level from 2020 to 2050, we estimate 
that cumulative emissions would be reduced by about the same 30 million metric tonnes 
as the REG policy in our study. Thus the REG policy in the figure above gives a good 
indicator of what the cost would be if the Administration's regulatory approach were 
made sufficiently stringent to actually achieve its stated goal. 

The picture reveals that taking a regulatory approach, with C02 emission regulations, 
requirements for generation of electricity from "renewable" sources, new car fuel 
economy standards and "renewable" fuel standards together with even tighter efficiency 
standards on appliances and other consumer durables would cost about 4 times as much 
as a least cost policy. 

That implies a cost by 2020 of about $1000 per household and, if budgetary impacts of 
the regulatory policy are proportional to its other impacts, a loss of over $150 billion in 
revenue in FY 2020. 
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Revenue Impacts 

Impacts on GDP and personal income translate into lower tax revenues. Our analysis has 
shown that even an ideal carbon tax would have to devote up to 40% of its revenues to 
make up for lost revenues elsewhere in the economy due to drag on the economy. 
Regulatory measures that provide no revenue offset and lead to greater losses in GDP 
would have even larger effects on revenues.* 

Thus the mitigation policy approach of this Administration will unambiguously reduce 
revenues, probably on the order of $150 billion by FY2020. 

Outlays for Mitigation 

These would not be the only effects of mitigation policies on the budget. There are many 
proposals mentioned in the CAP and proposed policies that also increase the budget 
deficit from the outlay side. These include: 

• Extended tax preferences for solar, wind, and other renewables. These subsidies 
hide the higher cost of renewables relative to fossil fuels and shift both that cost 
and windfalls to economic renewables onto the taxpayer. But those costs do not 
go away. The impacts of using such measures to achieve CAP goals were not 
included in my estimates of lost revenue, and would make revenue losses even 
larger if they were extended. 

• Loan guarantees are likely to have adverse consequences for the budget as well. 
They contain a built-in bias toward failure. Providing an upfront credit subsidy 
will not keep a project in business if it cannot cover its operating costs, as recent 
failures in battery and solar technology prove. Even the requirement for a loan 


® This is a standard finding in the literature on the "double dividend" literature, see Lawrence H. 
Goulder, "Environmental taxation and the double dividend; A reader's guide" International Tax and 
Public Finance August 1995, Volume 2, Issue 2, pp 157-183 
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guarantee fee to cover expected losses leads to adverse selection, because the fee 
those with a worse than average probability of default will be most willing to pay 
it, and companies with better than average likelihood of success will not.^ 

• Demonstration projects are at the wrong end of the RDD&C spectrum for 
government to be involved. The appropriability of R&D increases as it comes 
closer to being commercial, and the need for government involvement disappears. 
Demonstration projects in practice have led to diversion of R&D funds from more 
fundamental research that could lead to real breakthroughs and cost reduction, and 
do not lead to adoption of the demonstrated technology when no long term 
incentives for replacing fossil fuels like carbon taxes are in place.’® 

These budgetary and economic impacts of tax subsidies and loan guarantees would 
increase the loss in revenue above $150 billion in 2020, and are additional to the revenue 
losses due to regulatory programs that divert productive investment and put a brake on 
economic growth. . 


Possible Avoided Damages 


There is very little policy or budget guidance to be found in discussions of the costs of 
unchecked climate change. The better question is what damage could be avoided if 
specific goals were achieved, and what the cost would be of policies that could 
realistically be expected to reach those goals. 


’ See my chapter in Pure Risk: Federal Clean Energy Loan Guarantees, Nonproliferation Policy 
Education Center Apr 2012 

“ See Kenneth ]. Arrow, Linda Cohen, Paul A. David, Robert W. Hahn, Charles D. Kolstad, Lee Lane, W. 
David Montgomeiy, Richard R. Nelson, Roger G. Noll and Anne E. Smith. "A Statement on the 
Appropriate Role for Research and Development in Climate Policy" Economists Voice, February 2009. 
Lee Lane, W. D. Montgomery and A. Smith, "R&D Policy.” in A Taxing Debate: Climate Policy Beyond 
Copenhagen. Growth No, 61, Committee for Economic Development of Australia, August 2009. 
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This is pretty much basic environmental economics. The next point is also pretty 
imcontroversial, that the avoided damages are much more uncertain than the costs. We 
can and do employ scenario analysis to provide an understanding of how the cost of 
achieving a specific reduction in emissions depends on uncertainties about future 
technology developments and about how much it will cost households and business to 
change behavior and investments in buildings and equipment. But for avoided damage 
the uncertainties are much wider. 

It is, however, possible within these ranges to distinguish the difference between very big 
and very little. El A projects that cumulative US emissions between 2015 and 2040 will 
be approximately 14% of cumulative global emissions. Using EIA's most recent 
projection of BAU US emissions, the goal of the Administrations Climate Action Plan to 
reduce emissions to 17% below 2005 by 2020 and assuming they are kept at that level 
would reduce global cumulative emissions from 2015 to 2040 by less than 2%. Thus 
whatever the range of global temperature increase is projected to be between now and 
2040, the CAP would reduce that increase by less than 2%, and therefore would likely 
reduce avoided damages by a similar percentage. Thus if the range is 1 .5 to 4.5 degrees 
C, the effect of the CAP would be to change the range to 1 .5 to 4.4 degrees, if we stick to 
rounding to one decimal place. There is no climate model that can tell the difference in 
effects between those two ranges. 

Thus mitigation in the U.S. alone is not likely to reduce U.S. contingent damages by as 
much as the policies cost, especially if stringent regulatory policies are adopted. 

Adaptation Policy 

If we accept that the Administration's policies will not affect damages to the U.S. or the 
rest of the world, adaptation becomes a high priority. In addition to its goal for reducing 
greenhouse gas emissions, the CAP states that "...we must also prepare for the impacts of 
a changing climate that are already being felt across the country [sic]. Moving forward, 
the Obama Administration will help state and local governments strengthen our roads. 
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bridges, and shorelines so we can better protect people’s homes, businesses and way of 
life irom severe weather." 

It is good to focus on adaptation. The U.S. can be very resilient if we return to 
principles of free markets and private initiative. That is why most studies conclude that 
most of the damages from climate change will occur in poor equatorial countries. Most 
of the benefits of global reductions in greenhouse gas emissions would go to those 
countries. That is not a bad thing, but there are much more direct and potentially cost- 
effective ways to help those coimtries than costly and largely ineffective efforts to reduce 
emissions. Effective aid for local adaptation is one. For the U.S., all we really need to do 
is avoid damaging our built-in resilience through badly designed policies. As my friend 
and colleague put it in Forbes recently "... the main U.S. line of defense against the risks 
of climate change ... remains a free and productive economy."" 

Economic Issues in Designing Adaptation Strategies 

Economists who have studied climate change generally agree that rational adaptation can 
substantially reduce the potential damage from climate change,'^ and that in an 
institutional setting that does not distort the natural economic incentives to avoid risk, the 
private sector is quite capable of adopting many appropriate responses on its own. There 
are also public goods involved in adaptation, including the classic public goods of R&D, 
public health, roads, dams and flood protection. Resilience toward climate change is also 
a function of how well a system performs at providing public goods. Thus to me there 
are three fundamental requirements for effective adaptation policy in the United States: 

• Understanding what types of adaptations should be left to the private sector and 
which are the responsibility of govenunent. The criterion should not be "people's 
homes need protecting" but "there are systematic public goods involved that 


http://www.forbes.com/sites/realspin/2014/07/17/the-risky-business-of-a-carbon-tax/ 

*2 Robert Mendelsohn, "The Impact of Climate Change on Land," with commentary by W. David 
Montgomery in Climate Change and Land Policies, edited by Gregory K. Ingram and WHung Hong, 
Lincoln Institute for Land Policy, April 2011 



471 


justify public investment rather than relying on the clear private incentive to 
manage risks to ones own property." 

• Maintaining the economic freedom and property rights that create appropriate 
incentives for private investment to avoid risks of climate change. Unlike many 
countries of the world, our system of private property and free enterprise 
provides a framework for appropriate incentives and has led to successful 
adaptation to all sorts of changes affecting the economy. But these incentives can 
be diluted or distorted by government programs that provide free insurance before 
or after the fact or otherwise subsidize development in vulnerable areas. 

• Limiting public policy toward adaptation to a. elimination of subsidies and other 
distortions that reduce private adaptation incentives by creating moral hazards b. 
investments in true public goods that have an acceptable balance of cost and 
climate risk reduction. 

Poor countries face much greater challenges than these in achieving any kind of 
adaptation. Where our problem is adapting sensibly and cost-effectively, their problem is 
adapting at all. Many studies have shown why it is that poor countries, especially in 
equatorial regions where the potential effects of climate change would be the largest, are 
not likely to be able to adapt effectively. These include violence and insecurity that 
makes any investment questionable, rulers who keep their people in poverty while 
appropriating any economic surplus or foreign aid for their own benefit, and lack of 
secure property rights and land tenure that are fundamental to incentives to invest.'^ They 
also Include closed political systems that exclude most of their population from 
meaningful participation and carry out public works projects to benefit their narrow base 
of supporters and not the country as a whole. 

Countries like Botswana that have achieved free market and political systems have 
already been successful in mitigating the risk of weather events and instability of 
agricultural prices, and many Central African countries will remain poor and vulnerable 

See, for example, Paul Collier, The Bottom Billion; Why the Poorest Countries are Failing and What 
Can Be Done About It and William Easterly The Tyranny of Experts: Economists, Dictators, and the 
Forgotten Rights of the Poor. 
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as long as violence is a more attractive option than participation in the political system. 

I am firmly convinced that moving a country from a political order like that in, for 
example, the Sudan, to a political order like that in Botswana would improve its standard 
of living and reduce the potential for conflict and damage from climate change more than 
would any conceivable action to reduce global greenhouse emissions. 

Potential Pitfalls in Adaptation Policy 

Nor is the United States immune to distorted incentives and government policies that 
frustrate or misdirect adaptation. Our current policies already distort incentives in a way 
that increases vulnerability to extreme weather events and inflates estimates of the need 
for public investment to protect socially imwise private investments. The principle one is 
subsidized flood insurance, that encourages people to build in areas known to be 
vulnerable. A more hidden incentive is provided by Federal funding for reconstruction 
after a disaster hits; although solidarity with those who have been harmed justifies aid, 
providing the aid by rebuilding the areas that were damaged just reinforces the incentive 
to downplay risks. Most of record damage due to storms is clearly attributable to greater 
development in areas known to be vulnerable and not to an increase of the hazard. Fixing 
the incentives to locate in locations at risk is far more cost-effective than encouraging and 
then protecting unwise investments. Agricultural disaster assistance can have the same 
effect. The moral hazard that future policies could create must be looked at carefully if 
private adaptation is to play the full role that it can. 

In terms of the design of public investment programs, I see three counterproductive 
dynamics at work, that if left unchecked are likely to greatly increase budgetary demands 
and reduce the effectiveness of adaptation measures. They are; 

• Scientifically unjustified attribution of current weather events to climate change 

• Using adaptation as a convenient rationale for pork barrel projects 


” Robert Bates, When Things Fell Apart: State Failure in Late-Centuty Africa (Cambridge Studies in 
Comparative Politics) 2008. 


1 ; 
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• Making climate change an excuse for extension of agency missions and larger 
budgets 

The first of these is a simple error, though it many cases it is indulged in by those who do 
know better.'^ The other two are consequences of a dysfunctional system in which 
policies are pursued for the benefit of incumbents and their constituencies rather than for 
broader national objectives. 

Even in cases when certain activities are clearly the responsibility of government, 
distinguishing the wheat from the chaff in proposed investments in adaptation is more 
difficult than it might appear. Not one of potential public investments in adaptation is 
unique to climate change. Public health, public buildings, roads, dams, levees, fire and 
flood protection have well organized constituencies and agencies that promote, build and 
oversee them. These are also (with the exception of public health) the areas in which 
pork barrel politics was invented. Thus the natural Congressional and bureaucratic 
incentives line up to encourage uimecessary spending on adaptation, and a critical 
attitude toward any such plans is warranted. 

The Budget Committee has always tried to resist these tendencies. Two things that the 
Committee can do in the case of adaptation is to consider the proper role for government 
and scrutinize specific funding requests to ensure they represent cost-effective solutions 
to problems within government role 


For example, the late Stephen Schneider characterized some climate scientists as taking a “sound- 
byte" approach that he found reprehensible but understandable: "And like most people we’d like to 
see the world a better place, which in this context translates into our working to reduce the risk of 
potentially disastrous climatic change. To do that we need to get some broad based support, to 
capture the public's imagination. That, of course, entails getting loads of media coverage. So we have 
to offer up scary scenarios, make simplified, dramatic statements, and make little mention of any 
doubts we might have." See American Physical Society, APS News, August/September 1996, p. 5. 
Nevertheless, the practice has continued. 

« See Morris Fiorina, Congress: Keystone of the Washington Establishment, Revised Edition, 1989 
and Lee Lane and W. David Montgomery, "Political Institutions and Greenhouse Gas Controls." AEI 
Center for Regulatory and Market Studies, Related Publication 08-09. Revised August 2010. 
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Although it is trae that demanding certainty before acting is rarely a good risk 
management strategy, always assuming the worst and acting as if it is sure to happen 
without immediate action is equally bad risk management. So is insisting on doing 
something even though it is too late or too little to matter. 

A prudent balancing of costs and risks is necessary, and that is very hard to do given the 
present lack of quantification and high uncertainty about what the effects of climate 
change will be. The range of temperature increases predicted as a result of a doubling of 
greenhouse concentrations is as wide in the most recent IPCC Fifth Assessment 
Report as it was in the first. If the cause is that uncertain, the effects cannot be any less 
uncertain. Although studies of the potential damages of events hypothesized to be caused 
by climate change, known as "effects research," have proliferated, integrated assessment 
modelers have not yet succeeded in extending their models that predict temperature 
change to generate estimates of the effects of temperature increase and the damages that 
they would cause. Moreover, the effects of temperature increase are likely to be so 
localized and model results are so inconsistent about global effects that global or national 
planning is most likely to do the wrong thing in the wrong place. 

Where Adaptation Is Most Necessary 

Despite all this, I agree that "To lower our national security risks, the United States 
should take a global leadership role in preparing for the projected impacts of climate 
change."’* But I recommend a very specific type of response, because I am convinced 
that most assessments of what can be done are so blinded by political correctness and 
diplomacy that they will not properly attribute the cause of vulnerability to &iled states, 
rapacious ruling elites, and systems that fail to provide either economic or political 
freedom. They also continue the error of recommending top down planned solutions 


!■' Montgomery, Lincoln Institute, op cit 

National Security and the Accelerating Risks of Climate Change May 2014 CNA Military Advisory 
Board, p. 5 
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rather than recognizing that effective adaptation, like effective poverty reduction and 
wildlife conservation, must occur at the community level.’’ 

In the past decade, Botswana has experienced a surge of economic growth and reduction 
in poverty, as weO as implementing systems that have substantially reduced risks of 
drought and price fluctuations for the agricultural sector. At the same time, Zimbabwe 
has continued its process of expropriation of white farmers and assignment of those lands 
to cronies of dictator Mugabe, with the result that agricultural production has collapsed, 
poverty and hunger have increased, and vulnerability to climate change greatly increased. 

Regimes reap the harvest from any the seeds of conflict that might be planted by adverse 
environmental conditions, and conditions that may lead to conflict in a closed political 
and economic society are much less likely to in an open society. Indeed, discovery of 
sufficient weahh in a country to make fighting over who will control it has triggered 
conflict where poverty was long tolerated. Nor is environmental degradation new as a 
cause of conflict. Before their war with white settlers, the cattle-raising Zulu warriors 
moved south into lands settled by other tribes, took them over and slaughtered the 
population to provide room for their herds as they depleted northern grazing lands. These 
conditions may be made worse by climate change, but the small difference that unilateral 
U.S. action can make to global warming in the current international setting will have no 
noticeable effect on the risks. To the extent that these conflicts affect U.S. national 
interests, a much wiser investment would be in a sufficiently strong military to deal with 
threats to us and humanitarian interventions around the world. 

If we really want to help globally, there is clear evidence that most can be accomplished 
through effective support at a community level for locally-designed and implemented 
adaptation measures in Africa and poor Asian countries where the real vulnerability 
exists, not nugatory mitigation that helps no one. 

This concludes my prepared testimony and I look forward to your questions. 


Easterly, op cit 
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Chairman Murray. Thank you very much. 

Dr. Lomborg. 

STATEMENT OF BJORN LOMBORG, ADJUNCT PROFESSOR AT 

COPENHAGEN BUSINESS SCHOOL AND DIRECTOR OF THE 

COPENHAGEN CONSENSUS CENTER 

Mr. Lomborg. Thank you very much, Chairman Murray and 
Honorable Members. I was asked and I think we were all asked to 
talk about the cost of inaction, and so I have tried to look at one 
of the global integrated models that actually tried to estimate and 
approximate an answer to your question. So let me just take you 
through. 

You know, first of all, as you point out, global warming is man- 
made; it is a long-term problem. Just to give you a sense of propor- 
tion, this particular model from Yale, the Nordhaus model, the so- 
called RICE model that indicates what is the cost for climate 
change, also for the U.S., indicates that the total cost of global 
warming to the U.S., discounted back until today, for all the next 
five centuries, is on the order of 1.2 percent. 

Now, again, I think we should be very careful. This is an order 
of magnitude. There is no way this is the absolute correct number, 
but it is one model, and I actually argue why this is probably a 
slightly pessimistic model, so it does give us an impact. 

Also, let us just remember it is not just GDP, but it is impacts 
on a lot of other things, as we were told before. Agriculture, wet- 
lands, storms, even catastrophic climate change is in included in 
this. 

So it gives us a good sense of what is the damage impact we are 
talking about. So I think it is important, perhaps first marker, to 
say this is a problem; it is not the end of the world. So let us try 
and remain calm, and also I think David made a good point in say- 
ing we need to think not just about, oh, there are all these terrible 
things happening, but we need to talk about what can we do. 

So the Committee asked me. What is the cost of inaction? This 
is likely the cost of inaction in this century. So over the next 100 
years, this is a percentage cost of GDP for the U.S. This very clear- 
ly shows that by the end of the century, the cost will be about 1.8 
percent of global — sorry, of U.S. GDP. That is a significant impact. 
That certainly would make a lot of say we should do something 
about it. But, of course, we need to think about what are the alter- 
natives. 

Now, let me show you, because the beauty of these models is that 
you can actually try and see what are the ways that we can make 
smarter policies. A lot of us would like to believe that we can cut 
carbon emissions, and quite cheaply. But I would like to point out, 
as the Ranking Member also pointed out, there is also a cost to ac- 
tion. This is one graph, one data point, I think it summarizes very 
clearly that there is a strong correlation between more C02 emis- 
sions and higher GDP growth. So we have — and this is in all the 
economic models. You can cut your C02, but it has a cost. 

Now, it does not mean you go down to zero growth, but it means 
you have a lower growth. And I think this is very well established 
in the track record for all nations across time. 
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So there is a cost. That is the cost the models indicate. So this 
was the cost of inaction I just showed you. 

If we manage to get the best possible policy for the entire world, 
we can get this action cost instead. Notice it is slightly higher in 
the first half of the century because we actually have to take ac- 
tion. But it also rewards us by having slightly fewer damages in 
the far future. It will actually overall be a net benefit. 

The problem, of course, is this requires pretty much everyone in 
the world to do all the smart things all the way through with no 
policy changes that have any negative externalities. That is prob- 
ably fairly unrealistic. 

Let me show you another — and I describe it more in my paper — 
a more realistic option where the U.S., European Union, Japan, a 
few other of the rich countries take the lead and also do so in the 
way that the European Union — we have good data for how much 
that costs in the European Union. This is the cost, I would surmise, 
for realistic action. 

So my point here is simply to say there is a small space where 
you can actually achieve a net benefit if you make action, but there 
is a huge space where action can end up making everyone worse 
off. And that I think is the real danger we need to talk about. 

If I could just show you this as a summary point, this is the cost 
of inaction to climate change. The first bar, you see the $3.4 trillion 
it is going to cost. But the cost of action, as you can see, is both 
the remaining climate damage and the climate policy. 

If you look at the first one, you can actually achieve to cut the 
damage from $3.4 trillion to just $3.2 trillion, that would be won- 
derful, but it would require you to get China, India, Namibia, and 
every other country in the world to implement an efficient carbon 
tax in the next couple of years. In some ways, good luck with that. 
I do not think that is going to happen. 

And so we need to look at the fact that if we approach, for in- 
stance, a more realistic action, we could end up spending $7.6 tril- 
lion instead over this century, and that is really — and let me just 
skip behind this. That is why I think we need to have a conversa- 
tion about how do we fix global warming in the longer run. 

We do need to fix global warming in the longer run. I help run 
the Copenhagen Consensus where we bring together more than 100 
of the world’s top economists, seven Nobel Laureates. We looked 
also on climate policy, and basically what we found was the solu- 
tion cannot be to try to make fossil fuel so expensive nobody wants 
it. It is infeasible. Certainly we have seen that in the U.S. But it 
is also very, very hard to do in China and India and elsewhere. It 
is also bad economics. 

What we need to do is to make green energy so cheap that every- 
one will want it, and that happens to be about innovation. Yes, it 
is going to take more time. We would all love to get started today. 
But I think the real value of this exercise and looking at the cost 
and benefits is to recognize that there is not just costs from inac- 
tion, there are also costs from action. And we need to make sure 
that we make smart decisions, and that is, of course, up to you to 
hopefully make the smart decisions that will actually make us all 
better off 

Thank you very much. 
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Summary: 

Global warming is real, but a problem, not the end of the world 

Climate is not the only cost - climate policy also adds costs 

Even the smartest climate policy will likely have almost as high total costs as 
inaction this century 

A more politically plausible climate policy will have much higher cost than 
inaction this century 


To answer the committee’s question on the US cost of inaction and action for 
climate change: 

• The total, discounted cost of inaction on climate change over the next five 
centuries is about 1.2% of total discounted GDP, 

• The cumulative cost of inaction towards the end of the century is about 
1.8% of GDP 

• While this is not trivial, it by no means supports the often apocalyptic 
conversation on climate change. 

• The cost of inaction by the end of the century is equivalent to losing one 
year's growth, or a moderate, one-year recession. 

• The cost of inaction by the end of the century is equivalent to an annual 
loss of GDP growth on the order of 0.02%. 

• However, policy action as opposed to inaction, also has costs, and will still 
incur a significant part of the climate damage. Thus, with extremely 
unrealistically optimistic assumptions, it is possible that the total cost of 
climate action will be reduced slightly to 1.5% of GDP by the end of the 
century. 

• It is more likely that the cost of climate action will end up costing 
upwards of twice as much as climate inaction in this century - a 
reasonable estimate could be 2.8% of GDP towards the end of the century. 

• Thus, for the first half century, it is absolutely certain that any climate 
action will have greater total costs than inaction. For the second half of 
the century it is very likely that any realistic climate action will have 
greater costs than climate inaction. 

• While it is possible to design clever, well-coordinated, moderate climate 
policies that will do more good than they will cost, it is much more 
plausible that total costs of climate action will be more expensive than 
climate inaction. 

• To tackle global warming, it is much more important to dramatically 
increase funding for R&D of green energy to make future green energy 
much cheaper. This will make everyone switch when green is cheap 
enough, instead of focusing on inefficient subsidies and second-best 
policies that easily end up costing much more. 

• It is likely that the percentage cost to the US budget is in the same order of 
magnitude as that of the percentage costs to the US economy. 
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The Costs of Inaction: The Economic and Budgetary 
Consequences of Climate Change 

What is the cost of inaction and action? 

Is global warming happening? Yes. Man-made global warming is a reality and 
will in the long run have overall, negative impact. 

It is important to realize that many economic models show that the overall 
impact of a moderate warming (1-2“C) will be beneficial whereas higher 
temperatures expected towards the end of the century will have a negative net 
impact,! Thus, as indicated in Figure 1, global warming is a net benefit now and 
will likely stay so till about 2070, after which it will turn into a net cost. 



Figure 1 Net benefit or cost of global warming. Benefit is positive, cost is negative.^ 

How important is global warming? To get a sense of the importance of global 
warming, take a look at the total impact of damage compared to the cumulated 
consumption using the discount rates from Nordhaus' 2010 DICE model. The 
total, discounted GDP through the year 2200 (almost the next two centuries) is 
about $2,212 trillion dollars. The total damage is estimated at about $33 trillion 
or about 1.5% of the total, global GDP, as indicated in Figure 2. This means that 
while the global warming impact is not zero but negative, it does not signify the 
end of the world, either. It is a problem that needs to be solved. 
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Figure 2 Global, total, discounted GDP through 2200, and dimate loss.^ 

What is the impact of global warming on the US economy? There are a 
number of integrated climate models. I’ll here use Nordhaus’ RICE model"* The 
model contains 12 regions, including the US, China and the EU, an economic 
sector and geophysical sectors, linking the economy and climate impacts like sea 
level rise. It has a equilibrium climate sensitivity of 3.2“C, a bit above average, 
expecting 3.4°C temperature rise by 2100 in the base scenario. Remember also, 
that the costs of the risks of abrupt and catastrophic climate change are included 
in the damage estimates in the RICE model. 

The RICE model shows instant damages from temperature, making it more 
pessimistic than most estimates, as referenced above. Moreover, the model 
shows a 1.95% GDP loss in 2075 from unrestricted global warming at 1.95“C. 

The IPCC found that the cost of 2°C higher temperatures would be 0.2-2% of 
income.5 This means that the RICE model, if anything, is at the high end cost 
estimates of the integrated models. 

The RICE model show the total, discounted GDP for the US across the next 5 
centuries is about $842 trillion (2005$), but this will be reduced by about $10 
trillion from cumulative impacts from global warming, as indicated in Figure 3. 
This means that the total damages from unmitigated global warming for the US is 
on the order of 1.2%. 

This indicates, as has often been pointed out, that the US is /ess vulnerable to 
climate change, compared to many other regions [especially the poorer 
countries). Moreover, it emphasizes that while the global warming impact is a 
net negative for the US, it is in no way a catastrophe, either. 


Bjorn Lomborg, Copenhagen Consensus Center, Tuesdcg^ July 29, 2014 


483 



Figure 3 Total US, discounted GDP through 2500, and climate loss.^ 

How much will global warming directly impact the federal budget? I know 
of no direct estimate of the total impact of global warming on the federal budget. 
Consequently, 1 will here assume that the main impact of global warming on the 
federal budget will be a reduction in total revenue, in line with the reduction in 
US GDP due to global warming (expecting unchanged taxes). On the one hand, 
because not all damages included in the RICE model will be translated into actual 
GDP losses, this may be an over-estimate. On the other hand, it is likely that parts 
of the costs of global warming will be borne disproportionately by the federal 
government. Thus, in total, it is likely that the loss estimate from GDP from the 
RICE model translates directly into the negative impact on the federal budget. In 
the following discussions I'll treat the impact to the US economy and the federal 
budget as similar percentages (although of course, of a different base, since the 
US GDP is about $16 trillion, and the federal budget is about $3 trillion). 

That means that the total direct impact on the US federal budget is likely to be a 
reduction of about 1.2% across the next centuries. 

However, this is not actually the avoidable impact from climate, since some 
climate impact will happen no matter what we do. The internationally most 
ambitious target (which is probably almost out of reach) is the 2“C goal. Figure 4 
shows the cost of unmitigated global warming in the upper line, reaching a US 
cost of 1.8% of GDP by 2100. The lower, 2°C line shows a cost that is almost 
indistinguishable for the first decades, leveling off just below 0.6% of GDP by 
2100. Thus, the avoidable global warming is the area between the two lines, or 
about 1.2% GDP by 2100. 
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Figure 4 US cost for each year, in % of US GDP that year. Upper line shows the cost of unmitigated 
global warming. Lower line shows the unavoidable cost of global warming, if all nations achieve the 
most efficient policies to reach the 2<’C target. All calculations from RICE. 

The RICE model show the total, discounted GDP impact of global warming for the 
US across the next 5 centuries is $10 trillion, as mentioned above, while the cost 
of the unavoidable global warming is about $3 trillion. This means that the total 
avoidable damages from global warming for the US is on the order of 0.8%. 

With similar reasoning as above, it seems likely that the total avoidable impact 
on the US federal budget will be in the order of 0.8% of GDP. 

How much will global warming indirectly impact the US economy? It is 

important to remember that the cost of global warming is not the only impact on 
the US economy or the federal budget. Any climate policy enacted to (partially] 
counter global warming will also carry both costs and benefits. These will 
indirectly, through policy, impact both the US economy and the federal budget. 

The 2“C policy. Consider the world implementing the widely promised (but 
fairly unlikely) 2”C implemented in the most efficient way possible. This would 
entail a single, global, uniformly imposed carbon tax, which would increase 
rapidly through the century. In the RICE model, the indication is that the global 
carbon tax would have had to be $19/ton CO 2 in 2010, and would have to be $26 
in 2015 and $16 in 2020, about $170 in 2055 and $296 in 2105.^ 

To give an indication, this would add <t22 to a gallon of gasoline about now and 
$3.40 to a gallon of gasoline in 2085, across the world, including the poorest 
places on earth. 

This is already politically very unlikely to happen. Moreover, the cost is likely a 
low estimate. Another survey of a 8 global energy models showed the 2“C target 
might cost in the order of 12.9% of GDP by the end of the century, leading to 
carbon taxes of four times the RICE model at $4004 per ton CO 2 .® 
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Figure 5 US cost and benefit for each year, in % of US GDP that year of 2®C efficient climate policy. 
Blue line shows net benefit (avoided costs) from less global warming. Red line shows extra cost. All 
calculations from RICE. 

The important point to realize here is that the costs to the US fall heavily in the 
early part of the period whereas the benefits tend to come later. This is a 
standard finding for all climate models and all climate policies. 

Here, the cost to the US economy will run upwards of 1.4% of GDP in the second 
half of the century or about $600 billion in annual costs vs. $250 billion in 
avoided damages. 

Despite everyone else including China and India also implementing similarly 
expensive climate policies, the US costs will outweigh the benefits for the US 
from this global policy until the early 2090s, although the benefits will clearly 
outweigh the costs in the 22”'' century and beyond. 

With Nordhaus' discounting this climate policy is actually still seen as socially 
beneficial, because the benefits from future centuries sufficiently outweigh the 
net cost in this century. The avoided damages run to almost $7 trillion, whereas 
the policy costs a bit more than $4 trillion. The numbers are almost similar with 
a traditional 3% discount rate, but with a 5% discount rate, the total policy costs 
are more than twice the benefits. 

Moreover, it seems unlikely that other countries would enact this sort of policy. 
The annual costs for China would in 2065 be $863 billion annually, with benefits 
of just $170 billion. 

The 'optimal' climate policy. The optimal policy in the RICE model is estimated 
as the climate policies coordinated and enacted by all nations starting in 2010 
that maximize global economic welfare across the next six centuries. 


Bjorn Lomborg, Copenhagen Consensus Center, Tuesday July 29, 2014 





Figure 6 US cost for each year, in % of US GDP that year of optimal climate policy. Blue line shows net 
benefit (avoided costs) from less global warming. Red line shows extra cost. All calculations from 

RICE. 

The costs and benefits for the US can be seen in Figure 6. Again, the costs 
outweigh the benefits for the first half-century, but the benefits significantly 
outweigh the costs for the coming centuries. 

This policy is less politically prohibitive, since it requires a lower carbon tax. In 
the RICE model, the indication is that the global carbon tax would have had to be 
$9/ton CO 2 in 2010, $12 in 2015 and $16 in 2020, about $50 in 2050 and $130 in 
2100.’ In terms of gasoline, this would have added about 4:8 on a gallon in 2010 
globally, 418 in 2020, about 440 in 2050 and $1.14 in 2100, 

This policy is a net benefit, and quite substantial. With Nordhaus’ discounting, it 
costs the world $1.5 trillion, but avoids climate damages worth $5 trillion. With 
5% discount rate, it is still a slight net benefit. 

Yet, actually seeing this policy enacted is wholly unrealistic, as Nordhaus 
acknowledges. It requires policies that would be coordinated across the entire 
world, with carbon taxes imposed even on the poorest nations. For instance, the 
costs for China would remain higher than the Chinese benefits until after 2080, 
making this a very hard political sell. 

As Nordhaus points out, the costs up till mid-century are five times higher than 
the benefits: 

Abatement costs are more than five times the averted damages. For the 
period after 2055... however, the ratio is reversed: Damages averted are 
more than four times abatement costs. Asking present generations — 
which are, in most projections, less well off than future generations— to 
shoulder large abatement costs would be asking for a level of political 
maturity that is rarely observed. 

Importantly, the optimal policy will avoid very little of global warming impacts in 
the 21®' century. Figure 7 shows the total damages for both action and inaction. 
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The damages for inaction (business-as-usual) is just the climate damage from 
Figure 4, with a cost of about 0.14% of GDP now, and a cost of 1.8% of GDP in 
2100. The cost of the optimal, globally coordinated climate policy is the cost of 
climate policies and the residual negative climate impact. It starts out slightly 
higher at a cost of 0.16% of GDP nowand with a cost of 1.4% of GDP in 2100. 
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Figure 7 Total cost of climate impact and climate policy for the US. Dark blue line shows the total 
cost of inaction. Light blue line shows the total cost of smartest, globally coordinated action, both 
from policy and residual climate damage. All calculations from RICE. 

Remembering this is a wholly unrealistic policy to be implemented and be 
implemented well, the most optimistic statement that can be made on the cost of 
action and inaction on climate change for the US in the 21=^' century is that there 
is little difference. Starting out more expensively, even the optimal climate policy 
will incur nearly as much cost as no action at all, at 1.4% instead of 1.8% of GDP 
by the end of the century. As will be apparent below, this is an extremely and 
unrealistically rosy assessment. 

Mostly rich world, ambitious reductions. Both India and China have defended 
their right to keep their emissions increasing. It is unlikely that they or the rest of 
the developing, mostly very poor countries will substantially reduce their 
emissions anytime soon. Nordhaus develops a scenario with rich countries (US, 
EU, Japan, Russia and the the rest of the rich countries) engage in strong 
emissions reductions but where the developing countries only participate in the 
22"'> century.!' On the current set of policies from both rich and poor countries, 
this scenario seems a lot more realistic. 

In this scenario, the costs are greater than the optimal policy for the rich 
countries, because they have offered to cut much, much more. This is evident in 
the EUs professed approach to cut emissions at least 80% below 1990 levels by 
2050, and in similar statements from the current US administration. 

The benefits, however, are smaller, because many of the biggest emitters are not 
included. This is readily evident in Figure 8, where China now emits almost twice 
what the second-largest emitter, the US, does. Of course, China, India and the 
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other poor country emitters will still experience a net benefit in lower climate 
damages due to the generous reductions from the rich countries. 



Figure 8 CO 2 emissions from the leading four emitters, China, US, EU and India, 1960-2012.12 

Nordhaus estimate the future US reductions from the 2009 US climate bill that 
was passed by the House but not the Senate. In this scenario, the US will by mid- 
century have reduced its emissions some 75% below what they would otherwise 
have been. 

The climate policy costs for the US will not be trivial. Assuming a full trading 
zone between all participants, the annual policy costs will run to $145 billion by 
mid-century and some $250 billion by the end of the century, or about 0.4% of 
GDP. The full trading assumption is rather unrealistic, as trading has generally 
been only weakly implemented and often only for small parts of the emissions 
spectrum. The more realistic cost with a no-trade assumption shows the US costs 
at about twice the annual cost at $280 billion by mid-century and $400 billion by 
the end of the century. 

We can check the reasonableness of these costs by looking at the well-modeled 
costs of the EU climate policy to 2020.13 The average cost by 2020 from 6 models 
runs to €209 billion or about $280 billion per year (1.3% of GDP). The Nordhaus 
model (admittedly doing a much more simplified analysis} finds the cost at less 
than $5 billion, even without trade, suggesting that the RICE estimates are 
certainly not exaggerated. 

However, a consistent result from the studies of the EU climate policy is that real 
climate policies are often poor, second-best policies, with a mish-mash of 
regulation of different sectors and regions. The most pertinent summary of the 
Stanford Energy Modeling Forum's assessment of the EU policies finds: 

Second-best policies increase costs. A policy with two carbon prices (one 
for the ETS, one for the non-ETS) could increase costs by up to 50%. A 
policy with 28 carbon prices (one for the ETS, one each for each Member 
State) could increase costs by another 40%. The renewables standard 
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could raise the costs of emissions reduction by 90%. Overall, the 
ineficiencies in policy lead to a cost that is 100-125% too high.i^ 

Thus, it is very likely that a more realistic estimate of costs will be a bit above 
twice the optimal estimate. For the RICE model, that means that the US costs of 
an ambitious climate policy will more likely incur annual costs of about half a 
trillion by mid-century and some $800 billion by the end of the century. 



Figure 9 US cost and benefits for each year, in % of US GDP that year of realistic, ambitious climate 
policy ("Copenhagen Accord with only rich countries," no trade and 2x policy costs). Blue line shows 
net benefit (avoided costs) from less global warming. Red line shows policy costs. All calculations 
from RICE. 

The overview of the century is available in Figure 9. The policy cost is vastly 
greater than the avoided climate damages, with costs running above 1.5% of GDP 
(about similar to what the moderate EU climate efforts will cost the EU by 2020), 
while benefits run between 0.1% and 0.3% in the second half of the century. 
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Figure 10 Total damages from climate impact wd cliralate policy costs for the US, in % of US GDP that 
year. Dark Mae line shows the total cost of inacUdlt.: Light htae line shows the total cost of realistic, 
ambWous climate acUon. All calculations from RICEi . 

Again, it is important to emphasize that such an ambitious climate policy does 
not reduce total impacts to the US economy or the federal budget, but actually 
dramatically increase the total cost, as is evident in Figure 10. In Such a situation 
the US would have to both suffer significant costs from only slightly reduced 
climate change while incurring even higher policy costs. 
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Figure 11 Total costs and benefits from inaction and action for the US. Black dotted line shows the 
cost of inaction. The light blue line shows the absolutely best-case cost of optimal, globally 
coordinated policies, wiUi the cost of policy and the cost of residual climate damage. Dark blue line 
shows the more realistic cost of a mostly rich-country-led, ambitious, second-best climate policy 
along with residual climate damage. All calculations from RICE. 

Figure 11 answers the committee’s question on the costs of climate inaction and 
climate action. The costs of inaction rise through the century to about 1.8% of 
GDP in 2100. With extremely unrealistically optimistic assumptions, it is possible 
that the total cost of climate policy action will be reduced slightly to 1.5% of GDP 
by the end of the century. With more likely assumptions, the cost of climate 
action will end up costing upwards of twice as much as climate inaction in this 
century, or about 3.1% of GDP towards the end of the century. No matter what, 
the cost of action is higher than the cost of inaction in the first half of the century. 

Another way to see look at the cost of action and inaction is to look at the total, 
discounted cost of global warming and global warming policy on the 21“ century 
in Figure 12. The cost for the unrealistic action, the optimal policy, is 0,49% of 
the period’s total GDP. The cost for inaction is 0.52%, while the cost for the 
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optimal 2“C policy is 0.78% and the realistic, ambitious climate policy is 1.17%. 
For following centuries, the relative cost of inaction will increase. 
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Figure 12 Costs of climate impacts and climate policy, and remaining GDP, for four different 
scenarios, over 2 1“ century. The unrealistic action is the optimal action, generating a climate and 
policy cost of $3.2 trillion, and with a remaining GDP of $649.1 trillion. Realistic action is the mostly- 
rich-world scenario All calculations from RICE. 

Two points are clear. First, global warming is by no means the most important 
part of the 21®‘ century. Second, there is much greater scope for climate policies 
to make the total climate cost greater thought the 21” century. 

Failed policies to tackle global warming 

This underscores the central question of how else to approach global warming. 

The first realization needs to be that the current, old-fashioned approach to 
tackling global warming has failed. The current approach, which has been 
attempted for almost 20 years since the 1992 Earth Summit in Rio, is to agree on 
large carbon cuts in the immediate future. Only one real agreement, the Kyoto 
Protocol, has resulted from 20 years of attempts, with the 2009 Copenhagen 
meeting turning into a spectacular failure. 

The Kyoto approach is not working for three reasons. First, cutting COz is 
costly. We burn fossil fuels because they power almost everything we like about 
modern civilization. Cutting emissions in the absence of affordable, effective 
fossil fuel replacements means costlier power and lower growth rates. The only 
current, comprehensive global warming policy, the EU 20-20-20, will cost about 

$280bn/year.i5 
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Second, the approach won't solve the problem. Even if everyone had 
implemented Kyoto, temperatures would have dropped by the end of the century 
by a miniscule 0.004°C [0.007oF). The EU policy will, across the century, cost 
about $20 trillion, yet will reduce temperatures by just 0.05“C (0.1“F).is 

Third, green energy is not ready to take over from fossil fuels.i^ It is generally 
much costlier, its deployment does not in general create new jobs (because its 
higher, subsidized costs destroy jobs in the rest of the economy]^®, and because it 
typically produces electricity, which is not generated with oil, it doesn't reduce 
oil dependence^’. Today, wind supplies 0.7% of global energy and solar about 
0.1%, and even with very optimistic assumptions from the International Energy 
Agency, wind will supply only 2.4% in 2035 and solar 0.8%. 2° 
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Figure 13 Abatement and implicit C02 reduction cost for electricity, various nations. $5/ton C02 
damage insert for referece. In AUSS, which is almost equivalent to USS.^^ 
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Figure 14 Abatement and implicit C02 reduction cost for biofuels, various nations. $5/ton C02 
damage insert for referece. In AUS$, which is almost equivalent to 

Because there is no good, cheap green energy, the almost universal political 
choices have been expensive policies that do very little. In Figure 13 we see how 
all major nations have managed to enact policies for electricity that cost a lot, yet 
do very little (Germany is leading the pack and still only reducing emissions from 
the power sector of 19% or 7% of the economy). 

The cost per ton of C02 avoided is universally far above the most likely $5/ton 
C02 damage, 23 with China at the cheapest at 8 times the damage of at about $40, 
and South Korea at a phenomenal $280/ton C02, 56 times higher than the 
damage cost. Germany pays each year about 0.3% of its GDP in electricity 
subsidies. 

On biofuels, the excess cost is even more pronounced, and yet the emission 
reductions even smaller, as can be seen in Figure 14. Germany is paying 62 times 
too much or $310/ton C02, reducing just 0.6% of its total emissions at a cost of 
$1.7bn. The US is paying a phenomenal 133 times too much, at $666/ton C02, 
costing $17.5bn/year and reducing just 0.5% of its total emissions. 

Yet, the cost is not just in economic terms. There is also increasing dissatisfaction 
with high energy costs in countries like the UK and Germany. In Germany the 
cost of electricity has risen 80% in real terms since 2000, as is evident in Figure 
15. A fourth of all consumer energy costs are now direct subsidies to renewables. 
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Electricity price for households 



Figare IS Electricity price for households in Germany, 1978-Z013.” 

A better policy approach to tackling global warming 
It is important to realize that the old-fashioned policies have failed. Current 
green technologies just won't make it^s. The only way to move towards a long- 
term reduction in emissions is if green energy becomes much cheaper. If green 
energy was cheaper than fossil fuels, everyone would switch. 

This requires breakthroughs in the current green technologies, which means 
focusing much more on innovating smarter, cheaper, more effective green 
energy. 

Of course, pursuing an approach of R&D holds no guarantees— we might spend 
dramatic amounts on R&D and still come up empty in 40 years — but it has 
much higher likelihood of succeeding than our twenty-year futile attempts to cut 
carbon so far. 

This was the recommendation of the Copenhagen Consensus on Climate, where a 
panel of economists including three Nobel laureates found that the best long- 
term strategy is to dramatically increase investment in green R&D.^s They 
suggested to 10-fold increase the current investment of $10bn to $100bn/year 
globally. This would be 0.2% of global GDP, and would entail a commitment of 
about $40bn from the US. 

This approach would be significantly cheaper than the current policies (like the 
EU 20-20) and 500 times more effective. It is also much more likely to be 
acceptable to the developing countries. 

The metaphor here is the computer in the 1950s. We did not obtain better 
computers by mass-producing them to get cheaper vacuum tubes. We did not 
provide heavy subsidies so that every Westerner could have one in their home in 
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1960. Nor did we tax alternatives like typewriters. The breakthroughs were 
achieved by a dramatic ramping up of R&D, leading to multiple innovations, 
which enabled companies like IBM and Apple to eventually produce computers 
that consumers wanted to buy. 

This is what the US has done with fracking. The US has spent about $10bn in 
subsidies over the past three decades to get fracking innovation, which has 
opened up large new resources of previously inaccessible shale gas. Despite 
some legitimate concerns about safety, it is hard to overstate the overwhelming 
benefits. Fracking has caused gas prices to drop dramatically and changed the US 
electricity generation from 50% coal and 20% gas to about 40% coal and 30% 
gas. 

This means that the US has reduced its annual CO 2 emissions by about 300Mt 
CO 2 in 2012.27 Tjjjs about twice the total reduction over the past twenty years 
of the Kyoto Protocol from the rest of the world, including the European Union. 
At the same time, the EU climate policy will cost about $280 billion per year, 
whereas the US fracking is estimated to increase US GDP by $283 billion per year. 

Conclusion 

To answer the committee's question on the US cost of inaction and action for 
climate change, the short summary is this: 

• The total, discounted cost of inaction on climate change over the next five 
centuries is about 1.2% of total discounted GDP. 

• The cumulative cost of inaction towards the end of the century is about 
1.8% of GDP 

• While this is not trivial, it by no means supports the often apocalyptic 
conversation on climate change. 

• The cost by the end of the centuiy is equivalent to losing one year's 
growth, or a moderate, one-year recession. 

• The cost of inaction by the end of the century is equivalent to an annual 
loss of GDP growth on the order of 0.02%. 

• However, policy action as opposed to inaction, also has costs, and will still 
incur a significant part of the climate damage. Thus, with extremely 
unrealistically optimistic assumptions, it is possible that the total cost of 
climate policy action will be reduced slightly to 1.5% of GDP by the end of 
the centuiy. 

• It is more likely that the cost of climate action will end up costing 
upwards of twice as much as climate inaction in this century - a 
reasonable estimate would be 2.8% of GDP towards the end of the 
century. 

• Thus, for the first half century, it is absolutely certain that any climate 
action will have greater total costs than inaction. For the second half of 
the century it is very likely that any climate action will have greater costs 
than climate inaction. 

• While it is possible to design clever, well-coordinated, moderate climate 
policies that will do more good than they will cost, it is much more likely 
that the total costs of climate action will be much more expensive than 
climate inaction. 
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• To tackle global wanning, It is much more important to dramatically 
increase funding for R&D of green energy to make future green energy 
much cheaper. This will make everyone switch when green is cheap 
enough, instead of focusing on inefficient subsidies and second-best 
policies that easily end up costing much more. 

• It is likely that the percentage cost to the US budget is in the same order of 
magnitude as that of the percentage costs to the US economy. 
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Not just cost of inaction 



World Bank data, 1990-2010 
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US Cost of Action vs. Inaction 
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Chairman Murray. Thank you very much to all of our witnesses 
today. 

We will now start a round of questions, and, Ms. Lubber, I want- 
ed to start with you. You talked in your testimony about some of 
the issues that businesses and investors will face as a result of cli- 
mate change. What reasons do companies that you work with cite 
when they decide to address climate change? 

Ms. Lubber. Companies and investors are averse to risk. I mean, 
risk, as we all know, is an intimidating factor for companies and 
for the investors who invest in them, when they look at the deple- 
tion of natural resources. Can you run a manufacturing facility if 
there is not enough water? From the west coast and certainly Cali- 
fornia, where this is not about models, it is not about the future, 
it is about today, companies, ranches, agricultural farms do not 
have enough water. They are seeing catastrophic risks, financial 
risks today to companies, to consumers, to shareholders, and to in- 
vestors. So certainly physical risks is a big issue. 

For large landowners, for people who are worried about the im- 
pacts, whether you are Jones Lang LaSalle or any other large com- 
pany, the fact of the matter is the impact on real estate matters, 
depending on where the real estate it. 

So it varies sector by sector, but some of the largest issues are 
physical risks, certainly some reputational risks, litigation risks. 

Chairman Murray. So they are looking at their bottom lines. 

Ms. Lubber. It is all about the bottom line. The investor network 
that we run is 105 investors, $13 trillion in assets under manage- 
ment, who say climate risk is an issue they need to address, they 
need to analyze, and they need to begin to invest taking advantage 
of. None of them are environmental. They may be environmental- 
ists, but they have got shareholders, they go to work having to 
make money and beat the guy down the block, and they are focus- 
ing in a way different than we have ever seen before on climate 
risk as a financial risk. 

Chairman Murray. Thank you. 

Ms. Goodman, my home State of Washington is home to a lot of 
military installations that, as you know, are vital for our military 
operations, both in the Pacific and the Arctic regions. We have 
Naval Base Kitsap, which is the Nation’s third largest naval base, 
by the way, and it is an essential element of the Nation’s Strategic 
Defense Command and will need to address threats that are now 
posed by rising sea levels. And as you discussed, the Coast Guard’s 
entire ice-breaking fleet and other key assets for operations are in 
the Polar region. Those are based in my State as well. 

Based on what you have seen at other facilities, what kind of re- 
sources will be needed to ensure these facilities and others across 
the Nation are protected from the increasing threat of climate 
change and are able to continue to support the men and women in 
uniform? 

Ms. Goodman. Thank you very much. Senator. The types of re- 
sources that will be needed across our military and our force struc- 
ture will be, first and foremost, to maintain the vital and critical 
infrastructure such as those in Washington State, in Alabama, in 
Virginia, throughout all of our States, where we have critical mili- 
tary installations that are at risk from rising sea levels and ex- 
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treme weather events. So we need to build in now those metrics 
that will allow us to sustain that military infrastructure, and that 
work is beginning to be underway. I have seen it begin to happen 
in the Pacific Northwest, in Virginia where there are efforts under- 
way to develop the new standards that will support that infrastruc- 
ture, and then new types of training as well to ensure that our men 
and women have the types of training they need, they can train 
under various and different conditions. 

There is a very rigorous adaptation effort underway in the De- 
partment of Defense today to identify those vulnerabilities. The 
GAO report cited some additional methods. The challenge is going 
to be ensuring in a very tight budget time that there are the re- 
sources needed to support that. 

Chairman Murray. Well, with the increased traffic and competi- 
tion in the Arctic and with the variety of worsening threats actu- 
ally in the Asia Pacific region, how critical, in your opinion, is it 
to maintain a strong presence at facilities like Naval Base IGtsap 
and Fairchild Air Force Base and Joint Base Lewis-McChord if the 
U.S. is going to be able to respond effectively to those challenges? 

Ms. Goodman. Well, it is vitally important that we maintain and 
augment our ability to respond to the changes of the Arctic region, 
first and foremost, by addressing navigation and communication 
needs; secondly, by looking at the types of infrastructure we will 
need there; and then, thirdly, by looking at the types of capability 
in terms of ice-hardened vessels and related capability that we will 
need in the future. 

Chairman Murray. So we need to maintain our presence there, 
and in order to do that, we need to deal with the effects of climate 
change soon. 

Ms. Goodman. Yes. Yes, Senator. 

Chairman Murray. Thank you. 

Senator Sessions? 

Senator Sessions. Thank you. 

Colleagues, I really think we are going to have to do a better job 
of dealing with science, and the three Democratic witnesses here 
continue to say things like “Superstorm Sandy.” Well, Sandy was 
not even a hurricane when it hit shore. It was a tropical storm. We 
have not had an increase in hurricanes. And I am going to ask 
some questions about it. I want to see the data that shows we have 
had an increase in hurricanes. We have had a decrease in Hurri- 
cane Sandy. While temperature projections were going up, they 
have not gone up. Tornadoes are not up. The IPCC says that 
droughts are not up worldwide and that the soil moisture content 
under the Palmer Index is better than it was previously. 

So I do not — what is that? Do you speak to speak? 

Senator Whitehouse. I was talking to Senator Stabenow, but I 
am happy to say what I said — 

Senator Sessions. All right. No, that is okay. 

Senator Whitehouse. — if you want me to say it to the group. 

Senator Sessions. So those are things I have not heard disputed, 
and so maybe Senator Whitehouse has data that would dispute 
those facts. So now we have to decide what our policy is going to 
be. We can ask a lot of serious questions about it, what we should 
do, what we can do, what will work, and what is cost-effective. 
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Dr. Montgomery, I understood you to say that the model of action 
to deal with the threat of global warming is inefficient and could 
cost four times as much as it ought to cost. Is that what you indi- 
cated? 

Mr. Montgomery. Yes, it is, and that I think is something that 
we have found consistently in doing research on climate policy for 
many, many years, that as Dr. Lomborg said, the consensus among 
economists is that in order to achieve reductions, substantial reduc- 
tions in greenhouse gas emissions, it takes a price on carbon that 
applies to every way that carbon dioxide is generated, and that 
means basically a tax on fossil fuels; that moving from such a po- 
litically infeasible approach to a regulatory program will increase 
the cost by ranging from, you know, several times to orders of mag- 
nitude, depending on how well the program is developed. We see 
this in California, where studies have shown that California’s reli- 
ance on “complementary measures,” as they call them, to achieve 
90 percent of the reductions in their Climate Action Plan have sub- 
stantially increased the cost over what it would have been if they 
had gone with a cap-and-trade program. And that is just talking 
about implementing in the United States. If we talk about doing 
something worldwide, once again, it is — you know, we have always 
used the phrase, “where flexibility.” Unless everyone is involved, 
every source of emissions, trying to cut — do something about cli- 
mate change with either narrowly focused regulations or by focus- 
ing just on a couple of countries multiplies the cost by four times 
or more. 

Senator Sessions. Dr. Lomborg, you produced a chart that shows 
the action that we take would have a minimal impact. And using 
models that are pessimistic, which by that I think you mean that 
more severe projections in the future than many think are likely 
to occur, that is pretty interesting to me. I would ask you to com- 
ment a little bit more about that, and also as to whether or not you 
think the United States is more or less vulnerable than other 
places in the world if climate change continues as projected. 

Mr. Lomborg. Well, to answer your last question first, there is 
no doubt that rich countries are less vulnerable, and the U.S. is 
probably also less vulnerable. For instance, much of Southern Eu- 
rope is more vulnerable; Australia is more vulnerable; and very 
clearly, most poor nations are much, much more vulnerable to cli- 
mate change. So you actually have, as I also indicated, the global 
cost of global warming is probably on the order of 1.4 percent of 
GDP; whereas, the cost for the U.S. is 1 . 2 . So you are less vulner- 
able. 

If we look at the costs of action and inaction, it really is a ques- 
tion — as David also pointed out, it is a question of realizing we 
need to get very careful legislation. And in some ways, we can use 
the European Union as a good example of how not to do this. 

The European Union obviously has large amounts of leg — I can- 
not say that word, sorry. Leg — sorry about that. Yeah, that ap- 
proach. But they have — but, clearly, they are not as integrated as 
the U.S., and yet they have managed to make an incredibly ineffi- 
cient climate program. Fundamentally, instead of having one car- 
bon tax across all areas, they have at least 29 different carbon 
taxes, and that still only covers quite a few of the sectors. So you 
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have a number of other ways that you have, so you probably have 
hundreds, maybe thousands of different carbon taxes. That leads to 
huge inefficiencies because obviously where you have high carbon 
taxes, you cut more, and where you have low carbon taxes or nega- 
tive carbon taxes, you cut a lot less, or you even start to emit more. 

So the reality here is the costs are needlessly expensive. We have 
good estimates that indicate the European Union’s costs are at 
least twice what they need to be. And that goes back to the point 
of realizing between action and inaction there is a very small gap 
where you can actually make good policy and achieve a lower out- 
come where you can reduce climate impact so much more that the 
increased costs of the policy will not outweigh that entirely. But 
that requires all of you to be really, really good. And I would urge 
you, if you want to take a look, the OECD has done a study for 
all of their member countries looking at all of the energy policies 
in all of these areas and looking at what is the implicit carbon tax 
on all of these areas, and basically all countries, including the U.S., 
have incredibly varying carbon taxes across all these different 
areas. 

So we are fundamentally very, very inefficient, and it is very 
hard to get it right. 

Senator Sessions. Madam Chairman, thank you for the hearing. 
Colleagues, I think Dr. Lomborg’s paper and that of Dr. Mont- 
gomery would be valuable to us to study. If we are going to enter 
this field, we have got to know what it is going to cost and how 
best to achieve the goals. Dr. Montgomery noted his background. 
Mr. Lomborg is cited as Time Magazine’s one of the 100 Most Influ- 
ential People in the World. So we are glad that you are here. Es- 
quire Magazine has you as one of the 75 Most Influential People 
and 50 People Most Likely to Save the Planet by the U.K. Guard- 
ian. And so you. Dr. Lomborg, have been an international voice of, 
I think, common sense and wisdom on these issues, and thank you 
for coming to the United States today to participate at this hearing. 

Chairman Murray. Thank you. 

Senator Stabenow? 

Senator Stabenow. Thank you. Madam Chair, and thank you to 
all the witnesses. This is an incredibly important topic to all of us, 
obviously in the short run and in the long run. 

Let me just start by — I do not know where to start, actually. 
Madam Chair. There are so many things here. 

Let me just start by saying that if 97 percent of the climate sci- 
entists surveyed in the proceedings of the National Academy of 
Sciences agreed that climate change is real, probably real. If 97 
percent of the doctors said I was sick, I would probably pay atten- 
tion to that. So I think that we need to start from that knowing 
there may be some variations on how we got here. 

As Chair of the Agriculture, Nutrition, and Forestry Committee, 
I also want to start by just saying that, Ms. Lubber, you are talk- 
ing my song here about what is happening in agriculture. We just 
wrote a 5-year farm bill, and the very first thing we had to do was 
use the permanent Livestock Disaster Assistance Program because 
of the droughts all over the country. And we have forestry provi- 
sions to look long term at preventing forest fires and dealing with 
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disease. We are stealing all the money from those preventative ef- 
forts to fund fires. And so there is a huge cost. 

I do have to say, Dr. Montgomery, I was very surprised to hear 
you say that things like crop insurance have caused the problem. 
You could also say farming has caused the problem. If we did not 
eat, did not farm, we would not need to worry about these things. 
But crop insurance is there to make sure we actually have the 
safest, most affordable, most reliable food supply in the world, 
which we do, and the costs, yes, are going up. But they are going 
up because — not that we have never had storms, but as we heard 
testimony in the Agriculture Committee, and we now have a USDA 
Climate Office we never used to have before because of impact on 
agriculture and forestry, but what we heard is it is more intense, 
it is more volatile, it is longer term. It is not that we have never 
had storms, but the storms are different now and more intense and 
causing more damage. 

But I want to take my time to ask a question regarding how we 
deal with this. I mean, we are dealing in the Agriculture Com- 
mittee with paying for crises, which we are doing every day now, 
and we better all care about that if we are care about food for our 
families and the food industry, which is a huge job creator. Sixteen 
million people work because of agriculture. 

But let us say that we just put aside the debate on climate 
change and just talk about how to create jobs, how to move for- 
ward, clean energy because it would create jobs. And I guess I 
would ask Ms. Lubber about that, and first say this: We have had 
in place since at least 1916 permanent incentives for the oil indus- 
try, oil and gas industry, embedded in the Tax Code. It worked 
well. Folks say do not pick winners and losers. We picked a winner, 
and they won, and so for 100 years we have given tax incentives 
at, for 30 years now, for the last 30 years, about $166 billion after 
adjusted for inflation that we have invested in the fossil fuel indus- 
try. And then we now go to the fact that DBL Investors Report 
says that Federal spending on oil in the first 15 years of deploy- 
ment was five times greater than what we are spending on renew- 
ables, and certainly renewables are stop-start, stop-start. 

So could you give us more detail about the investments you see 
businesses making in new energy technologies, energy efficiency, 
why on its own — I should say, by the way, I say so many times 
there are 8,000 parts in a big wind turbine. Somebody has got to 
make every single one of those. That is manufacturing jobs. We, by 
the way, can do that in Michigan. But why is it from an economic 
standpoint important that we get these tax incentives right, with 
or without talking about climate change? 

Ms. Lubber. Right. Well, I do think markets and the economy 
respond to honest pricing signals, so starting with the pricing sig- 
nals and then getting to the fossil fuels versus renewables. 

The pricing signals right now are distorted. Fossil fuels have had 
huge subsidies for decades and decades, and every time we want 
to consider the wind energy tax credit or the production tax credit, 
we renew it every year — some years we do, some years we do not. 
Every person in that industry says the stop and the start, the not 
knowing is there going to be a tax credit or not, has hurt them. 
Now, despite that we are seeing progress. But without question, we 



516 


need to either cut back fossil fuel subsidies or certainly equalize 
them with renewable energy. 

The second pricing signal — and I am not here today to talk about 
a price on carbon, but the reality is when you price something ap- 
propriately, capital markets work beautifully. And if things are 
priced inappropriately, they do not. We know that carbon pollution, 
regardless of whether we think it is 99 percent or 97 percent likely, 
carbon pollution has a price, an enormous price to society. We have 
talked about that today. But we do not put a price on carbon pollu- 
tion. When something is free — carbon pollution is — you get more of 
it. So we are seeing carbon emissions in different parts of the world 
go up. So I do think we have got to get those pricing signals and 
fossil fuels right. 

When we look at now, right now, $860 billion is going into look- 
ing for new fossil fuels, fossil fuels that we may never be able to 
burn. There may be stranded costs because we are going to stay 
at a 2-degree world, we already have more fossil fuels mined than 
we will ever be able to burn. But we are about to invest $860 bil- 
lion a year into more fossil fuels, much of which will become 
stranded if we do not stop and think. 

So what we are seeing, though, which is the good news side of 
it, the International Energy Association says we need $1 trillion in 
investments in renewables by the year 2030. That means a half a 
trillion by 2020. Right now we are at a quarter of a trillion dollars 
of investments in renewable energy, and that is growing. Solar en- 
ergy is now cost competitive, price competitive. It is growing enor- 
mously all around the country. Wind energy is growing. And let us 
look at who is producing it. It is Siemens, it is General Electric. 
These are not anymore only the small, little shops in somebody’s 
garage. 

And whether it is a small solar company, though, or a large, the 
installations are local. They are in our country. They are jobs that 
are here on the ground. They are not jobs in other parts of the 
world, and they are productive. 

I sit on an advisory board to Jeff Immelt, to GE. The largest pro- 
ducing revenue stream at GE is Ecomagination, their line of prod- 
ucts that are about renewable energy or about greener technology. 

So there is growth. We need to see more of it. We will see more 
of it if we adjust the subsidies and we get the market signals cor- 
rect. If we continue to say carbon pollution is free or price it as if 
it is free, free things, we get lots more of it. We need to get less 
of it. 

Chairman Murray. Thank you. 

Senator Whitehouse? 

Senator Whitehouse. Thank you. Chairman. 

Mr. Lomborg — first, one question. It appears to me that every- 
body on this panel agrees that climate change is real, it is really 
happening, and it relates to carbon emissions. Is that true across 
the board of all five of you? Yes? Okay. Very good. That is a start. 
That is a start. 

Mr. Lomborg, let me ask you to look at Figure 1 in your testi- 
mony, which is a graph that shows, even using your numbers, that 
by 2070, the cost of global warming turns negative, and my ques- 
tion to you is: On that graph, once you get past 2070, there is a 
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very apparent trajectory of that line downward, and then the graph 
ends at 2100. What is your expectation for the continued trajectory 
of that graph further? 

Mr. Lomborg. It will definitely go down and further down. We 
do not — 

Senator Whitehouse. At a similar rate, do you think, roughly? 
Do you have any reason to think it will vary from that angle of de- 
scent? 

Mr. Lomborg. Well, it depends a lot on the projections of what 
are we going to do in the 22nd and 23rd century, which is probably 
very, very hard to make any, you know, reasonable estimates on. 
But that is obviously why I say we do need to fix global warming. 
The question is not whether we should do it. The question is 
whether we should do it now or whether we should do it with bet- 
ter technology. 

Senator Whitehouse. And, of course, what you are representing 
there is a net harm. 

Mr. Lomborg. Yes, there is the net harm — 

Senator Whitehouse. So a farmer in Siberia will do better as 
things get warmer up there. Africa, Asia, places like that, will suf- 
fer a great deal. Correct? 

Mr. Lomborg. Yes. 

Senator Whitehouse. Turning to your Figure 4, there is a lower 
line, a curve that you describe as the cost of unavoidable global 
warming. I assume that is the cost we have already baked in by 
not having taken action already. Is that correct? 

Mr. Lomborg. Yes. 

Senator Whitehouse. And then you have a higher cost, which is 
the cost of unmitigated global warming, if we do nothing. And at 
2100 those two graphs end. It is denominated in percentage of 
GDP. Could you give me a U.S. dollar equivalent value for the gap 
between the bottom line and the top line at 2100? 

Mr. Lomborg. I am trying to think. It is like 1.6, 1.8 percent, 
and the U.S. GDP is about $100 trillion. So it is a little less than 
$2 trillion. 

Senator Whitehouse. A little under $2 trillion, all right. And 
then similarly, in Figure 6, there is a cost- benefit curve on the dif- 
ference between an optimal climate policy cost and benefit, and by 
2100 would that be the same number if you were to translate the 
gap between your cost line and your benefit line into a U.S. dollar 
equivalent — 

Mr. Lomborg. No, not at all, because that is one of the points, 
that — 

Senator Whitehouse. So what would that number be? 

Mr. Lomborg. It would be about — and, again, I am just making 
this on the fly, but about $400 billion. 

Senator Whitehouse. $400 billion. 

Mr. Lomborg. Because most of the damage will still be there. 

Senator Whitehouse. And we are not exactly certain how this 
unprecedented change to our atmosphere and oceans is going to 
work out entirely, are we? 

Mr. Lomborg. You are asking me whether these numbers are ab- 
solutely true? No, of course they are not. It is a model. 
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Senator Whitehouse. In some of the hypotheticals as scientists 
look forward, there is a credible view that in the out-years there 
are really actually potentially catastrophic effects, are there not? 

Mr. Lomborg. Well, there is a lot of conversation on the cata- 
strophic impact, and this has actually been incorporated in an eco- 
nomic perspective into this model. 

Senator Whitehouse. That is my question, because when you in- 
corporate a catastrophe for humanity in out-years, do you discount 
that? 

Mr. Lomborg. You both discount it and you also look at what is 
the probability. And can I just — 

Senator Whitehouse. No, stop, because you have gotten me 
right to the point that I want to get to, which is the question that 
I have. An American family living in this country in 2114, let us 
say, 100 years from now, if they are experiencing the effects of cli- 
mate change and if it is a harsh effect, will they be experiencing 
a discounted effect or they will be experiencing the full-on effect 
that we will have caused them? 

Mr. Lomborg. They will be experiencing full-on effect, but, of 
course, they will also be experiencing the benefits of all the tech- 
nology and all of the leftovers that we have left them with, the 
technology that will make them — you know, we will have — 

Senator Whitehouse. Do you agree — 

Mr. Lomborg. — $100 trillion — 

Senator Whitehouse. Do you agree that there is at least a moral 
choice being made when we discount harm to future — there is 
something selfish about discounting that because we are not going 
to be around for it. It is going to be other people suffering — 

Mr. Lomborg. Oh, we do that all the time. I believe the U.S. has 
a very, very high debt, which, of course, is a very explicit way of 
saying we do not care all that much about the people who are going 
to be paying that debt later on. 

Senator Whitehouse. It is a little bit different when you are 
dealing with a financial characteristic that you can invest against 
versus a change in the very operation of the planet’s oceans and 
atmosphere, no? 

Mr. Lomborg. Unless we are talking about something that basi- 
cally eradicates humanity, I would say, you know, we have looked 
and we have good models, for instance, on what is the impact, for 
instance, of a 5-meter sea level rise. If I could just give you another 
example — 

Senator Whitehouse. My time has expired, so I will have to let 
the other Senators take on the rest of the time. Thank you. 

Mr. Lomborg. Madam Chairman, can I just make a very short — 

Chairman Murray. If you can do it very short, because we have 
a number of Senators who are waiting. 

Mr. Lomborg. Professor Nordhaus has actually looked at a simi- 
lar issue where we know that there is a chance that asteroids are 
going to hit us, and we know what is the cost of ensuring that we 
can find another 9 percent of those asteroids. We have not paid 
that price. So we have a very clear example. We pay for finding 90 
percent, but we do not want to pay for finding 99 percent. That is 
an indication of how much we care about the planet. 
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Senator Whitehouse. Not only an international celebrity, but an 
expert on asteroids. I am impressed. 

Chairman Murray. Senator Johnson. 

Senator Johnson. Thank you, Madam Chair. 

I am certainly somebody on this Committee that has tried to look 
out 30 years in terms of our own debt and deficit, and with a fair 
amount of humility, realizing even 30 years is pretty hard to pre- 
dict. And I also come from the State of Wisconsin, though, and 
when we are looking at literally 100 years out and beyond in terms 
of what is going to be the mean temperature, you know, what is 
climate going to look like, I think it is just kind of hard to predict, 
and I am not buying into the consensus myself. 

What I would like to do is I would like to just take a look at what 
we know what has happened in the past. And we did get this slide 
up here for me. I appreciate that, the Budget staff. This is a chart, 
a graph showing temperature differences from the Vostok ice core 
data description, conducted in 1999, which shows over the last 
422,000 year — and that is what we are talking about here, geologic 
time. I am not a scientist. I am not quite sure how they do this. 
They have got their methods. I believe this has been pretty well 
verified that this is about as good as we can do, trying to determine 
this. But whether you buy the complete accuracy, it shows one, 
two, three, four — and we are in the fifth cycle of mean temperature 
change, somewhere in excess of 15 degrees over the last 422,000 
years. 

I mentioned I am from Wisconsin. Twenty-three thousand years 
ago, Wisconsin was covered by a glacier, kind of estimates some- 
where in the 5,000 to 6,000 feet thick — 23,000 years ago. 

Now, something caused that glacier to recede. I know there were 
men back then. I do not think there were enough men building 
campfires to create fossil fuel C02 emissions to cause it. Something 
else caused that. I think this is just common sense. 

Now, if you take a look at this chart, we are up on an upswing 
over this 422,000-year period. I guess I am just asking, anybody 
else ask themselves this question: What caused this? I know there 
are a number of theories. I know everybody kind of raised their 
hand and said, oh, this is for sure manmade. Again, I will not 
doubt that — I will not deny that man has an effect on our environ- 
ment. But what caused this? 

And with these types of long-term climate change trends — I get 
accused of being a climate change denier. I am no denier. I fully 
acknowledge we have had climate change over geologic time. Other 
things are at play here. 

So I will just kind of go down the line. What is your response 
to this type of chart, these types of long-term facts? Not trying to 
project out 100 years but really taking a look at the last 422,000 
years, we have seen some pretty dramatic changes in climate. Let 
us start at the very end there. 

Ms. Lubber. Sure, thank you. And I am on my way to Wisconsin 
following this testimony to the SC Johnson Wingspread Conference 
Center, so I will be in your State. 

As I said at the beginning, I am a lawyer; I am not a scientist. 
I am cognizant of the 99 percent of the scientists who say that cli- 
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mate change is now, it is manmade, it is happening, and we are 
seeing increased changes in our climatic — 

Senator Johnson. Okay. Is there anybody here with a little bit 
more of a scientific background, or is it all pretty much — sir? 

Mr. Montgomery. I am not a scientist, but I have been partici- 
pating in work — 

Senator Johnson. Turn your microphone on. 

Mr. Montgomery. I have been participating in the work of the 
integrated assessment modeling community and talking to effects 
researchers and the MIT climate scientists for a long time. I think 
what I would say is, yes, there is general agreement among climate 
scientists that anthropogenic emissions affect greenhouse gas con- 
centrations in the atmosphere and that affects temperature. 

I think there is a lot less agreement about whether what we are 
observing — and I think there is general agreement, yes, what we 
are observing today is probably associated with manmade — anthro- 
pogenic emissions. But I think if you got the climate scientists to 
be honest about it, they would all agree that but right now it is 
making very little difference. And I think if you eyeball the data, 
you see that. It is still very hard to distinguish the signal from the 
noise. 

Senator Johnson. That is what — I am t^ing to just put things 
in perspective here. I mean, over geologic time, yeah, we have had 
climate change. Glaciers have receded. Water levels have risen. 
And that is always going to happen whether — you know, it is going 
to happen long past man, the time of man on Earth. Isn’t that 
true? Okay. That is all the questions I have. Thank you. 

Chairman Murray. Senator King. 

Senator King. Senator Johnson, I will see your 422,000 and raise 
you a million. I am asking my staff guy to bring over to you — I do 
not have the chart that you have, but the answer to your question, 
why does it change? Over the last million years, as you will see on 
the chart that I am about to give you, it is almost an exact correla- 
tion with levels of C02 in the atmosphere. C02 goes up, tempera- 
ture goes up. C02 goes down, temperature goes down. 

On the other side of the chart, what you see is the last million 
years of C02, and, yes, C02 over the last million years has varied 
widely, just as your chart does, up and down, for all kinds of rea- 
sons. It was not people making campfires. It was probably volca- 
noes and all other kinds of natural forces that were going on. 

But the real point is that in about 1860 that variation that you 
see was always between about 200 and 300 parts per million of 
C02. In 1860, it took off, and this summer, for the first time in 3 
million years, it reached 400 parts per million. 

And if, in fact, the correlation between C02 and temperature 
holds that your chart demonstrates over into the short-term future, 
we are in a crisis situation. It is all about C02 and the relationship 
with temperature, and I think the data is pretty clear. Yes, there 
has been a variation, but about the time we started burning fossil 
fuels in large quantities, it goes up very dramatically, from a top 
level prior of about 320 parts per million to this past spring 400. 
That is the dig deal. 

And I think Mr. Lomborg’s testimony is fascinating, and I think 
it really gets to the question of inaction versus action. And to me 
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it comes down to a formula. Divide the cost of inaction times some 
kind of X factor for risk divided by the cost of action. If the result 
of that formula is 1.0 or better, then we need to act. 

You would argue that it is below 1.0, at least under various con- 
siderations. And, of course, the big question here is: What is the 
rest of the world going to do? 

I have a hard time telling people in Maine they have got to pay 
$6 for a gallon of gas if China and India do nothing. 

On the other hand, the question is: What is going to provoke 
them to do something? And I am sure that our doing nothing is not 
going to provoke them to do something. This is a global issue, and 
it has to be dealt with on a global basis. 

But somebody has got to lead, and it seems to me, as you have 
pointed out, we are the wealthiest country in the world; we are in 
the best position to lead, but not be stupid. I think your analysis 
is very interesting. 

There is another factor, though, and that is, the risk of cata- 
strophic climate change. The scientists at the University of Maine 
that study this, we have a school, a division studying climate 
change, studying Greenland ice cores. The last time I was there, 
they used a word that scared me. The word was “abrupt.” And ap- 
parently in history things like the Ice Ages did not start — I always 
thought it took thousands and thousands of years. In fact, it took 
decades. And if we have abrupt climate change that is triggered by 
this extraordinary rise in C02 that does something like, for exam- 
ple, the melting of the Greenland ice cap and that changed the 
route of the Gulf Stream, your country would be uninhabitable 
along with Britain, Scotland, and all the rest of Scandinavia. That 
is what worries me, is the X factor. 

And I guess, Mr. Montgomery, here is my question: Do have 
homeowners’ insurance on that house at the Chesapeake? 

Mr. Montgomery. Yes, I do. 

Senator King. And what do you reckon the risk of your home 
burning down is? Once every how many years? A hundred years? 
Fifty years? 

Mr. Montgomery. My wife worries about it more because she ac- 
tually had her home burn down around her when she was a little 
girl. But it is — I think that the insurance is actuarially worth it. 
It covers enough risk. 

Senator King. But it is a pretty remote risk, but you are paying 
$500 to $1,000 a year — and I do not know what your GDP is, but 
$1,000 is probably a measurable percentage of it — to ensure 
against a remote but yet enormously consequential risk. It seems 
to me that is the analysis that we have to go through here. 

Dr. Lomborg, your thinking? 

Mr. Lomborg. You are absolutely right. The question and the 
crucial part of that analogy is you have to actually get your money 
back. That is what you do from the home insurance. But we are 
actually more likely — 

Senator King. But you never get it back if your home does not 
burn down. 

Mr. Lomborg. No, no, no. But you do get it back if it does burn 
down, and, unfortunately, the risk insurance — it is better seeing 
this as a risk reduction because there is nothing paying back. We 
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are simply reducing the risk of, for instance, catastrophic climate 
change if we make more action. So we are reducing the risk, hut 
we are not actually getting a premium. There is nothing, you know, 
paying back the Earth if it burns, if you will. 

Senator King. But I guess — we know that there are costs, but we 
also know that there are risks. And I guess the question is: Who — 
don’t you sometimes make expenditures in the short term to avoid 
a drastic, unlikely but very dire consequences risk rather than 
hope that that does not happen? I mean, it seems to me that is the 
calculus. And, again, I come back to my failure. It is cost of action 
divided by cost of inaction. But you have got to multiply the cost 
of inaction by this X factor for catastrophic risk. 

Mr. Lomborg. Of course. And if you will allow me to trivialize 
the metaphor a little bit, my problem is that there is a real risk 
we will end up paying more than what the house is worth, but ac- 
tually to get less than the house back if it burns. 

Senator King. And I think that is a very valid point, and what 
you are saying is — and I think you used this term — we have to be 
smart about this. 

Mr. Lomborg. Yes, yes. 

Senator King. We cannot just throw the kitchen sink at it. We 
have got to really think about what are the costs and the benefits. 

Mr. Lomborg. And, Senator, could I just briefly point out, I 
think the U.S. has one thing to really show the Chinese and every- 
body else, because you have actually invested over the last 30 years 
about $10 billion in fracking technology, and fracking technology — 
now, let us leave aside all the other issues that I am sure we can 
come up and talk about. It has dramatically reduced U.S. carbon 
emissions. And it is probably — we estimated in 2012 it reduced 
about 300 megatons of C02. Remember, all the solar and wind in 
the entire world has cut 275 megatons. So you have actually cut 
more with fracking. 

So, you know, the short-term solution over the next 10, 15 years 
and the only realistic way, if we could get China and Argentina 
and many other countries to track, they would switch from coal to 
gas, and we would see a dramatic reduction in C02. 

Senator King. I am so glad you said that because — let the record 
show that hydrofracking was invented using Federal subsidies and 
Federal loan guarantees, and it is, as you say, a dramatic benefit 
both for our economy and our environment. So thank you very 
much for your testimony, and I just want to end by saying I 
thought Senator Whitehouse made a very important point. We 
have got agreement here that climate change is real and that peo- 
ple have something to do with it. That is progress. Now we are ar- 
guing about how to fix it. I am all in on that discussion. 

Thank you very much, all of you. 

Chairman Murray. Thank you. 

Senator Kaine? 

Senator Kaine. Thank you. Madam Chairwoman, and to the wit- 
nesses, and I want to pick up with the same point. We so rarely 
have a hearing in this place where the majority and minority wit- 
nesses agree on an important threshold question, especially one 
that is as controversial on the floor of this body as this question 
is. But the five of you have basically agreed that climate change 
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is real, that it is a legitimate problem that needs to be solved, that 
it is significantly manmade. I mean, it is just not that hard. It is 
just not that hard to say it. And I am so happy that the witnesses 
were willing to come and agree on that basic proposition, because 
we cannot even have a meaningful debate about that. People will 
not even use the phrase “climate change” on the floor of this body. 

Now, questions remain: How serious? What to do about it? Over 
what period of time? But what you have just said is what my con- 
stituents believe. Virginians are science people. The person we 
most admire, the Virginian we most admire was the preeminent 
scientist of his day — Thomas Jefferson. We are pro-science people. 
And those who attempt to argue against the scientific consensus 
and pretend that mankind does not have anything to do with these 
climate issues, they do not get very far in my Commonwealth. And 
they should not get far here. 

And so I am really refreshed to hear — I mean, when — I am just 
looking at Dr. Montgomery’s testimony. When one of the minority 
witnesses says, page 2, “In the past few years I have taken a par- 
ticular interest in the relative merits of mitigation and adaptation 
as responses to climate change risks, and in particular in the role 
of political and economic freedom in making it possible for poor 
countries to grow economically and at the same time to reduce 
their carbon intensity and become more resilient in adapting to cli- 
mate change.” You are working with poor countries to help them 
be less carbon intense. Good on you. To be more resilient to climate 
change, good on you. I hope we have these kind of witnesses. 
Madam Chairman, at every hearing we have. 

So the question is: What do we do? What do we do? 

Dr. Lomborg, I am going to start with you. I think the last bullet 
on your last slide was basically kind of “Make green cheap,” right? 
Figure out — and I think you are a pro- innovation, pro-technology 
guy. And I understand from your answer to Senator King that 
maybe you are saying natural gas to do fuel switching is the short- 
term, next-20-year strategy, while we continue to plow investments 
into lower carbon — either low- or non-carbon energy alternatives. Is 
that essentially your pitch? 

Mr. Lomborg. Yes, the fundamental point is if we could make 
solar and wind so cheap everybody wanted them, you know, we 
would get China and India to do it in a day. 

Senator Kaine. And is there any reason to doubt that solar and 
wind will follow other — the computer example, other kinds of tech- 
nological examples? When they are new technologies battling 
against mature incumbent technologies, their per unit cost will be 
higher, but the more we deploy the investments and learn from 
them and then make refinements and adjustments, the gap in per 
unit cost drops. Is there any reason to doubt that the same thing 
would happen with wind and solar, that the costs of these energies, 
these low- and no-carbon energies, will continue to come down? 

Mr. Lomborg. There are two caveats to that argument. One is 
if you take the computer analogy, it is a question of when do you 
subsidize it. Remember, the computer — we subsidized the research 
and development for a very long time. We did not go out and say 
everybody in America should have a computer in 1960. Sure, it 
would have made it a lot cheaper, but it would probably have been 
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phenomenally costly to do that, to produce all those computers. So 
we bought a few of them, and we put a lot of money into research 
and development. 

The second part is to remember — 

Senator Kaine. So but the notion of a subsidy to some degree, 
that was necessary, doing the subsidy the — 

Mr. Lomborg. Yes, but the subsidy was to the research. 

Senator Kaine. To the research. 

Mr. Lomborg. But the point is to make them efficient so that — 

Senator Kaine. So we should not be cutting research budgets if 
we are going to be going after. 

Mr. Lomborg. No. The second part is that there is a significant 
problem with solar and wind and other that they are intermitting. 

Senator Kaine. Episodic. 

Mr. Lomborg. And so basically we need to have much more bat- 
tery technology if solar and wind is going to cover a large propor- 
tion. Remember, right now — and this I think is some of the num- 
bers that we do not generally recognize. The world gets 0.25 per- 
cent of its energy from wind. The rich world gets 0.7 percent of its 
energy from wind. Very, very low proportions. Even the Inter- 
national Energy — 

Senator Kaine. But I think I heard a stat that about 35 percent 
of the power added to the grid in the United States since 2005 has 
been wind. So it was not an technology that was really used. It still 
as a proportion of the total is pretty small, but it is coming on 
quickly. 

Mr. Lomborg. It definitely is rising, but just to give you a sense 
of proportion, the International Energy Agency estimates that by 
2035, which very optimistic assumptions, we will get like 3 or 
maybe even 4 percent of our energy from wind and solar. 

Senator Kaine. I want to ask Dr. Montgomery a question. You 
mentioned the Chesapeake Bay, so I just cannot resist since I am 
a lover of the bay. So you are focusing on — we all have a consensus 
here, but what is the right way to do it, and you say adaptation 
rather than mitigation, or at least that may be the most cost-effec- 
tive way. How would you restructure the Flood Insurance Pro- 
gram? 

Mr. Montgomery. I do not have a specific design for it, but I 
think that the first thing would be to make the insurance pre- 
miums actuarially fair; that is, the more we think climate change 
is going to increase the severity of storms, the higher the premiums 
get, so that people make — 

Senator Kaine. Make everybody who lives in a floodplain, even 
though those floodplain maps are dramatically expanding, pay the 
full freight. 

Mr. Montgomery. Pay the full freight. 

Senator Kaine. That would be your proposal. 

Mr. Montgomery. That would be — I mean, I am sure other 
things need to be done, but that would be the basic principle. 

Senator Kaine. You talked about politically infeasible on some of 
the other things up there. I think making a whole lot of people, in- 
cluding, you know, poor people who live in places that were not 
floodplains when they bought the house, suddenly bear the full 
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freight of flood insurance. That is as politically infeasible as a car- 
bon tax. We have got a lot of tough choices coming up here. 

Senator Whitehouse. More so, say some of us. 

Senator Kaine. All right. Thanks. Great testimony. 

Thank you, Madam Chair. 

Chairman Murray. Senator Coons. 

Senator Coons. Thank you. Madam Chair. Thank you for the op- 
portunity to have a robust and hopefully constructive conversation 
on this difficult issue, but one that really does have an impact on 
the long-term Federal budget, on State and county and local budg- 
ets, on family budgets, on our national security, and one that we 
really on the Budget Committee should be engaging in and taking 
seriously. 

On the train down this morning from Delaware, I got a chance 
to talk to my Governor, Jack Marked, who is testifying at one of 
the EPA public hearings about the new Climate Action Plan today. 
He and I represent the lowest mean elevation State in America, so 
while Florida and Louisiana certainly have their exposures, we are 
one of the first to go as sea level rise becomes a reality. And Dela- 
ware has invested a great deal in actually mapping out and under- 
standing what the impacts of climate change may well be to our 
State, and under some scenarios, rising sea levels will submerge 
more than 10 percent of our State by the end of this century. This 
is not hundreds of years away or — it is, frankly, within the lifetime 
of my children, and the areas that will be submerged are really sig- 
nificant because — since they are along our major rivers and at the 
center of our major cities, they are concentrated areas of major eco- 
nomic impact. 

If I could, to Director Gomez, to what extent do you think it is 
important for the Federal Government to help States and localities 
model and predict and prepare for what are, I think, likely signifi- 
cant impacts on their economy, on their infrastructure? We can get 
to the issues of sort of global security and competition later. I used 
to be a county executive. Our Governor and I spent a lot of time 
hardening our State against incidents like Superstorm Sandy. Here 
on the Budget and Appropriations Committees, I have been very 
concerned about our coastline. What kind of role do you think the 
Federal Government ought to have in helping prepare for these im- 
pacts? 

Mr. Gomez. Sure. Thank you for that question. So that is a very 
important thing to make sure that it happens. There are about 
$300 billion that are invested annually across the country on infra- 
structure. About 25 percent of that is Federal dollars. But it is very 
important for the Federal Government to provide technical assist- 
ance to those local and State decisionmakers that are making deci- 
sions about how to build that bridge, for example, or that seawall. 

The Federal Government produces a lot of information. GAO cur- 
rently has ongoing work looking at ways in which the Government 
can organize itself in terms of data that can be useful to these com- 
munities. So I would say — and that is also an area that we have 
in our high-risk designation, the need for good technical assistance, 
not only to provide it but to translate it to these officials who may 
not know exactly how to use the information or where the find it. 
But also important is for these officials, local and State officials, to 
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start integrating and using the information in their planning proc- 
esses so they can build resilience into their structures, whether it 
is maintaining them or building new structures. 

Senator Coons. That is right. In my county government role, one 
of the challenges we faced was the future expense of health care 
and pension plans. One of the greatest challenges we face in our 
Federal budget is the future growth in entitlement costs. And as 
we have often debated around this hearing room, the sooner we 
begin to tackle long-term costs and the rate of growth in costs, the 
easier the difficult choices will be. 

Isn’t there a clear parallel here with climate change, the sooner 
that State and local government, the Federal Government gets seri- 
ous about tackling this issue, the less burdensome and difficult the 
long-term consequences will be of those changes in direction? 

Mr. Gomez. Again, in our high-risk designation, it is very much 
focused on limiting the Federal Government’s fiscal exposure by 
better managing climate change risks. And so we identify a variety 
of areas, which you have all spoken about already, whether it is 
the Federal Government as the property owner of facilities, wheth- 
er it is the Federal Government as the provider of property insur- 
ance or flood insurance, crop insurance, the Federal Government as 
the provider of disaster assistance which is not incorporated into 
the budget. So we are very focused on finding places and ways in 
which the Federal Government can limit these exposures. 

Senator Coons. I am very struck, Ms. Goodman, by your testi- 
mony where you cite that the QDR, the Quadrennial Defense Re- 
view, has literally identified climate change as a threat multiplier 
and a catalyst for conflict. In my role as the Africa Subcommittee 
Chair on Foreign Relations, I have seen the steadily increasing 
challenges of growing famine, of changes in climate in a lot of dif- 
ferent ways on the African continent. 

Do you think this poses a long-term security risk to the United 
States if we do not deal with it responsibly now? 

Ms. Goodman. Yes, Senator. Thank you for your question. Yes, 
we do. The Military Advisory Board believes that climate change 
is both a threat multiplier and a catalyst for conflict, particularly 
in Africa, a region already racked by poor governance, terrorist 
threats, and now increasingly natural resource strains from 
drought that have pitted herders against farmers and exacerbated 
conflict in a number of regions, from Sudan to Mali to other parts 
of Africa. Yes, it is a serious concern and one that needs to be ad- 
dressed to face our own threats to our own country. 

Senator Coons. Thank you. And the last question, if I might. In 
the exchange you had with Senator King, the metaphor I think you 
were working through Senator King was home insurance — I am 
sorry. It was with Dr. Montgomery, forgive me — how much home 
insurance do you pay for fire even though the risk of a fire burning 
your house down is right in — and the conversation and the back 
and forth was about risk mitigation. 

I would suggest, Ms. Lubber, the constellation of companies that 
are involved in Ceres might give you better insight into this than 
I Have. That is really not the right metaphor. A slightly more com- 
plicated metaphor is the one that I think we ought to be looking 
at, because this is not just risk avoidance, it is also seizing an op- 
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portunity. Because in the same way that climate change poses real 
security threats to the United States and to our national security 
infrastructure, to our communities and our States and our physical 
infrastructure, it poses those same threats to our competitors glob- 
ally. And in my view, the country that invests in the research and 
the development and the deployment of climate change adaptation 
and climate change mitigation technologies will dominate the glob- 
al marketplace for everything, from transportation to infrastruc- 
ture, power generation in the future. 

And so if we invest, it is really more like investing and figuring 
out how to make the next generation fire truck that puts out the 
fire faster so that we do not just have passive insurance that we 
are investing in and we get no return unless there is a catastrophic 
event. But it is literally proactively investing in the technologies 
that will mitigate our losses and create new market opportunities 
for us globally. 

Is that what the companies that have helped form Ceres see, is 
a market opportunity for us? 

Ms. Lubber. We are seeing it not only — 

Chairman Murray. You have to turn your microphone on. 

Ms. Lubber. We are seeing that magnified every day. Let me 
give you a few examples. 

In a recent report we did on clean energy, we are seeing it be- 
coming the mainstream for U.S. corporations, some of the largest 
corporations; 60 percent of the Fortune 100 companies have goals 
for renewable energy and greenhouse gas reductions. Through the 
initiatives, 53 of 100 Fortune 100 companies said that through 
their own energy saving and investing in renewable energy, they 
have saved for themselves $1.1 billion annually, and their collective 
reduction in emissions decreased their annual C02 emissions by 
the equivalent of retiring 15 coal-fired power plants. 

Companies are seeing this is an opportunity to save money and 
to look at resources. When they invest in renewable energy, their 
employees love it. Their shareholders are starting to love it. Their 
consumers like it. Even the utility sector that makes up a third of 
the carbon emissions, we just released a study showing how major 
utility companies in every part of the country can both live with 
regulations and are starting to act even now to increase massive — 
massive increases in selling energy efficiency to their customers 
and renewable energy. 

And think about it. It hedges our bets against erratic oil and gas 
markets. It is saving utility companies money as well as the largest 
companies. And it is being passed on to consumers in many in- 
stances. 

It is no longer whether they should do it, from Microsoft to Dell 
to Time Warner. Companies are looking at reducing their carbon 
footprint and saving money and investing in renewable energy. 

Senator Coons. Well, thank you. And in my own home State, 
DuPont, one of our longest established — 

Ms. Lubber. Major leader. 

Senator Coons. — and major manufacturing and innovation com- 
pany, they have a chief sustainability officer, a sustainability plan. 
This is not just something they do to sound good in the press or 
to satisfy environmental critics. This is a bottom-line, performance- 
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enhancing business opportunity for them, and I am pleased to hear 
bipartisan enthusiasm for energy efficiency, an area where I really 
think the United States can competitively grow our market oppor- 
tunities. 

Thank you so much for your testimony. 

Chairman Murray. Thank you very much. 

I want to thank all of our colleagues and our witnesses. This has 
been a very important and interesting discussion today, and I espe- 
cially want to thank all of our witnesses for coming here and join- 
ing us and giving your expertise as well. 

As a reminder to everyone, additional statements and questions 
for the witnesses are due by 6:00 p.m. today, submitted to our chief 
clerk. 

Thank you again to all of your for participating. With that, this 
hearing is closed. 

[Whereupon, at 11:45 a.m., the Committee was adjourned.] 
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Questions for the Record 
From Senator Sessions 
To 

Sherri Goodman 

The Costs of Inaction: The Economic and Budgetary Consequences of Climate Change 

July 29, 2014 
Senate Budget Committee 


Question # 1 : 

According to a Yale Climate Connections study published in May 29, 2013, our country's share of 
the global carbon dioxide emissions is oniy 16 percent. Even with the lowered levels of carbon 
emissions in Russia, the European Union, and Japan, is it possible for the US to pursue a balanced 
budget that places our country on a sustainable debt path while significantly decreasing the level of 
global emissions given the extremely high levels of carbon dioxide emissions in countries such as 
China and India? 

Answer: 

The CNA Military Advisory Board’s (MAB) latest report. National Security and the Accelerating 
Risks of Climate Change, focuses on the national security implications of climate change, and does 
not specifically assess the ability of U.S, to pursue a balanced budget. However, the MAB 
recognizes the importance of addressing and responding to the projected impacts of climate change 
in the near term to prevent far more significant, and likely more costly, impacts to reduce, adapt, and 
respond to climate change impacts in the future. 

To the extent that protecting our national security is a significant driver of the federal discretionary 
budget, the MAB found that “To lower our national security risks, the United States should take a 
global leadership role in preparing for the projected impacts of climate change. This leadership role 
includes working with other nations, as well as with emerging nongovernmental and 
intergovernmental stakeholders — such as the Group of Seven (G-7), the World Trade Organization 
(WTO), private foundations, and so forth — to build resilience for the projected impacts of climate 
change. At the same time, the U.S. should lead global efforts to develop sustainable and more 
efficient energy solutions to help slow climate change.”* 

Question #2: 

A Yale Climate Connections study published on July 2, 2013 reports that since 1990, China and 
India have increased their carbon dioxide emissions by 280 percent and 230 percent, respectively. 
These increases have dwarfed our country's recent emission reduction, 12 percent between 2009 
and 2013, which has brought the US's carbon dioxide emissions to 1996 levels (an overall increase 
from 1990 of about six percent). How do you propose that we effectively reduce the consequences 


^ CNA Military Advisory Board, National Security and the Accelerating Risks of Climate Change 
(Alexandria, VA: CNA Corporation, 2014). P.5. 
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of climate change when any action we take will be more than offset by the emissions of other 
countries, namely China, India, and various developing economies? 

Answer: 

As noted in the response above, the number one finding of the CNA MAB’s latest report focuses on 
the global leadership role the U.S. should play in this realm to address the serious threat of climate 
change both in the U.S. and abroad, including the bi-lateral and multilateral actions referenced. 

The MAB report includes several specific recommendations on how to effectively reduce the 
consequences of climate change. These recommendations include: 

1. To lower our national security risks, the United States should take a global leadership role in 
preparing for the projected impacts of ciimate change. This leadership role includes working with 
other nations, as well as with non-state organizations, to build resiliency for the projected impacts 
of climate change. At the same time, the U.S. should lead global efforts to develop sustainable and 
more efficient energy solutions to help slow climate change. 

2. Supported by national intelligence estimates, the U.S. military's Combatant Commanders 
(CCDR) should factor in the impacts of projected ciimate change across their fuil spectrum of 
planning and operations. With partner nations, they should focus on building capacity and 
sustained resilience. Across their areas of responsibility, they should work with nations and non- 
state actors to lower risk in those areas where the impacts of climate change likely will serve as a 
catalyst for conflict. 

3. The United States should accelerate and consolidate its efforts to prepare for increased access 
and military operations in the Arctic. DOD and other U.S. government agencies should build on 
and accelerate plans recently put forward in Arctic strategic planning documents. The Arctic is 
already becoming viabie for commercial shipping and increased resource exploitation. The time to 
act is now. To expedite crisis response and requirements generation, the Arctic region should be 
assigned to one Combatant Command. To provide the United States with better standing in 
resolving future disputes in the Arctic, the U.S. should become a signatory to the UN Convention 
on the Law of the Sea (UNCLOS). 

4. Climate adaptation planning should consider the water-food-energy nexus to ensure 
comprehensive decision making. Rapidly growing population and urbanization, combined with 
changes in weather patterns, will stress resource production and distribution, particularly water, 
food, and energy. These vital resources are linked, and adaptation planning must earnestly 
consider their interrelationships. 

5. The projected impacts of climate change should be integrated fully into the National 
Infrastructure Protection Plan and the Strategic National Risk Assessment. As military leaders, 
we know that we cannot wait for certainty. The failure to include a range of probabilities because 
it is not precise is unacceptable. The Strategic National Risk Assessment must include projected 
impacts of climate change over the coming decades so that resilience needs and requirements 
associated with these projections can be better defined in the National Infrastructure Protection 
Plan. 



531 


6. In addition to DOD's conducting comprehensive assessments of climate change on mission and 
operationai resilience, the Department should develop, fund, and implement plans to adapt, 
including developing metrics for measuring climate impacts and resilience. The Department 
should place a greater emphasis on the projected impacts of climate change on both DOD 
facilities and associated community infrastructures. This recommendation includes decisions to 
be made through any future processes, including base realignment and closure (BRAC), as well as 
expanding climate projections in planning and design factors for new bases, training facilities, or 
other infrastructure, in new or even existing bases, DOD should explore innovative solutions such 
as public-private partnerships to build climate change-resilient infrastructure, both on and off 
base. Climate change impacts should be considered in all vulnerability assessments, now and 
going forward. 


Additionally, as indicated in the MAB’s first report. National Security and the Threat of Climate 
Change, published in 2007, “The U.S. should commit to global partnerships that help less developed 
nations build the capacity and resiliency to better manage climate impacts. As President Bush noted 
in his State of the Union speech, ‘Our work in the world is also based on a timeless truth: To whom 
much is given, much is required.’ Climate forecasts indicate countries least able to adapt to the 
consequences of climate change are those that will be the most affected. The U.S. government should 
use its many instruments of national influence, including its regional commanders, to assist nations at 
risk build the capacity and resiliency to better cope with the effects of climate change. Doing so now 
can help avert humanitarian disasters later,”^ 

Question #3: 

There is an abundance of evidence suggesting that the number of severe weather incidences is not 
as great as you claim it is. What evidence do you have that supports this claim? How do you 
respond to the scientific evidence against your claim? 

Answer: 

The MAB relies on a range of scientific analyses in making assessments as to the risk of climate 
change. I have included a few examples and references to the sources of scientific information that 
the MAB used in developing its security threat assessments. 

The 2014 National Climate Assessment predicts that in the U.S. there will be “increasingly frequent 
and intense extreme heat, which causes heat-related illnesses and deaths and, over time, worsens 
drought and wildfire risks, and intensifies air pollution; increasingly frequent extreme precipitation 
and associated flooding that can lead to injuries and increases in marine and ffeshwater-borae 
disease; and rising sea levels that intensify coastal flooding and storm surge.’’^ 


^ CNA Military Advisory Board, National Security and the Threat of Climate Change (Alexandria, VA: CNA 
Corporation, 2007). P.7. 

’ Jerry M. Melillo, Terese (T.C.) Richmond, and Gary W. Yohe, eds.. Climate Change Impacts in the United States: 
The Third National Climate Assessment (Washington, DC: U.S. Global Change Research Program, 2014), p.221, 
accessed 6 May 2014 at http://ncadac.globalchange, gov/. 
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The National Climate Assessment was produced by more than 300 experts and was peer-reviewed by 
a National Academy of Sciences independent expert panel. This Assessment summarizes the 
impacts of climate change on the United States, now and in the future. 

Additionally, in 2013, the International Panel on Climate Change (IPCC) found that, because of 
climate changes, “many extreme weather and climate events have been observed since about 1950. It 
is very likely that the number of cold days and nights has decreased and the number of warm days 
and nights has increased on the global scale. It is likely that the frequency of heat waves has 
increased in large parts of Europe, Asia and Australia. There are likely more land regions where the 
number of heavy precipitation events has increased than where it has decreased. The frequency or 
intensity of heavy precipitation events has likely increased in North America and Europe." 

As stated in the most recent MAB report, “We recognize that skepticism is important in the scientific 
process, especially in the continual refinement of theories, and that healthy debate in the area of 
climate change can serve to advance science, but falling short of 100 percent agreement is not a 
justifiable reason for inaction.”^ The spectrum of differing scientific views on climate and weather 
needs to be viewed through a prism of risk management. As the MAB further notes in its report, “a 
military leader’s perspective of risk often differs from those of scientists, policymakers, or the media. 
Rather than assessing a range of estimates as proof of disagreement that can be used to justify 
inaction, military leaders view such evidence through the lens of varying degrees of risk the 
estimates could represent. As military leaders, we evaluate the probability and possible consequences 
of events in determining overall risk. Even for those outcomes or projected scenarios that have low 
probabilities of occurrence, if the consequence is high enough, the resulting risk demands action. 
Today, the risks posed by predicted climate change, in our view, represent even graver potential than 
they did seven years ago and require action today to reduce risk tomorrow.”^ 


Question #4 : 

As stated in your testimony, "nine of the ten costliest storms to hit the United States have occurred 
in the past 10 years, including Hurricane Katrina and Superstorm Sandy." Where is this statistic 
from? The National Weather Service National Hurricane Center has hurricanes from 1972, 1989, 
and 1992 in its list of the top 10 costliest storms. 

Answer: 

This statistic is from multiple sources including but not limited to: 

Table 3a of a National Oceanic and Atmospheric Administration (NOAA) National Weather Service, 
National Hurricane Center, Technical Memorandum (NOAA Technical Memorandum NWS NHC-6) 


^ IPCC, 2013: Summary for Policymakers. In: Climate Change 2013: The Physical Science Basis. Contribution of 
Working Group I to the Fifth Assessment Report of the Intergovernmental Panel on Climate Change [Stocker, 

T.F., D. Qin, G.-K. Plattner, M. Tignor, S. K. Allen, J. Boschung, A. Naueis, Y. Xia, V. Bex and P.M. Midgiey (eds.)]. 
Cambridge University Press, Cambridge, United Kingdom and New York, NY, USA. P. 3. 

^ CNA Military Advisory Board, National Security and the Accelerating Risks of Climate Change 
(Alexandria, VA: CNA Corporation, 2014). P.7. 


®CNA Military Advisory Board, National Security and the Accelerating Risks of Climate Change 
(Alexandria, VA: CNA Corporation, 2014). P.9. 
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indicates that from 1900 - 2010 the top ten storms occurred within the past ten years, except for 
Hurricane Andrew in 1992, and Tropica! Storm Allison in 2001.^ After adding Hurricane Sandy in 

2012, the top ten costliest hurricanes all occurred in the past decade. From Table 3a of NOAA 
Technical Memorandum NWS NHC-6, the top costliest cyclones from 1 900 - 20 1 0 (excluding 

Sandy in 2012) are; 

1 Katrina 

2005 

3 

$108,000,000,000 

2 Ike 

2008 

2 

29,520,000,000 

3 Andrew 

1992 

5 

26,500,000,000 

4 Wilma 

2005 

3 

21,007,000,000 

5 Ivan 

2004 

3 

18,820,000,000 

6 Charley 

2004 

4 

15,113,000,000 

7 Rita 

2005 

3 

12,037,000,000 

8 Frances 

2004 

2 

9,507,000,000 

9 Allison 

2001 

TS* 

9,000,000,000 

10 Jeanne 

2004 

3 

7,660,000,000 

*Allison was a tropical storm 




Munich Reinsurance (Munich Re.) essentially lists the same hurricanes, and adds Hurricanes Sandy 
and Irene. Munich Re. does not include Allison. Munich Re. does not find Hurricane Jeanne to be 

one of the most costly from an 

insurance perspective. Munich Re. has the top ten costliest as:* 

1 Katrina 

2005 


$125 billion 

2 Sandy 

2012 


$65 billion 

3 Ike 

2008 


$38 billion 

4 Andrew 

1992 


$26.5 billion 

5 Ivan 

2004 


$23 billion 

6 Wilma 

2005 


$22 billion 

7 Charley 

2004 


$18 billion 

8 Rita 

2005 


$16 billion 

9 Frances 

2004 


$12 billion 

10 Irene 

2011 


$8.5 billion 

Finally, NOAA’s Hurricane Research Division lists the same ten hurricanes as the costliest, albeit in 
a different order than Munich Re. NOAA holds the ten top costliest mainland United States tropical 

cyclones from 1900-2013 as follows:’ 



1 Katrina 

2005 


$108 billion 

2 Sandy 

2012 


$71 billion 

3 Ike 

2008 


$29.5 billion 

4 Andrew 

1992 


$26.5 billion 

5 Wilma 

2005 


$20.6 billion 


’ Blake, Eric S, and Landsea, Christopher W. The Deadliest and Costliest and Most Intense United States Tropical Cyclones 
from 1851 to 2010 (and other frequently requested hurricane facts). National Weather Service, National Hurricane Center, 
Miami, Florida. August 2011 . Retrieved from htq)://www.nhc.noaa.gov/pdfrnws-nhc-6.pdf 

^ Munich Reinsurance, North America most affected by increase in weather-related natural catastrophes, 17 October 2012. 
Retrieved from http://www.munichre.eom/en/media-relations/pubUcalions/press-reIeases/2012/2012-I0-17-press- 
release/index.html. 

^NOAA, Hurricane Research Division. The thirty costliest mainland United States tropical cyclones 1900-2013, retrieved from 
http://www.aoml.noaa.gov/hrd/tcfaq/costliesttabIe.html. 
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6 

Irene 

2011 

$15.5 billion 

7 

Charley 

2004 

$15 billion 

8 

Ivan 

2004 

$14.2 billion 

9 

Rita 

2005 

$10 billion 

10 

Frances 

2004 

$8.9 billion 
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Questions for the Record 
from 

Senator Ron Wyden 
for 

Ms. Mindy Lubber, Mr. Alfredo Gomez, Ms. Sherri Goodman, Mr. David Montgomery, 

Mr. Bjorn Lomborg 

"The Costs of Inaction: The Economic and Budgetary Consequences of Climate Change" 
Committee on the Budget 
United States Senate 
July 29, 2014 

Questions to all witnesses: 

1) The topic of this hearing is extremely timely; one of the effects of climate change 
increased severity and extent of wildfires - is continuing to hit my home state of Oregon at 
this very minute. Right now in Oregon, 7 separate fires are burning a swath across our 
state, with nearly 450,000 acres on fire right now. There's a similar story being played out 
across the American West. Over the past 30 years the fire season has become 2.5 months 
longer, and both the number and severity of forest fires in the American West have 
increased several-fold. The prevailing science says climate change is a major factor. 

The fires are hotter and more severe, so they are costing more to fight and recover from, at 
a time when budgets are strapped for cash. I have a bill with Sen. Crapo to treat the largest 
one percent of fires, which eat up 30% of the fire budget, like the disasters they are and to 
pay for them out of the disaster budget. Paying for these infernos out of the disaster budget 
will help free up funds for wildfire prevention, but as temperatures rise, fires will keep 
getting worse, ultimately costing the government more money to fight. 

Researchers have shown that more acres will burn in the future as a result of warmer 
temperatures. Can any of you translate those projections into economic terms and discuss 
how costs will grow in the future to fight these fires? Do those costs include economic 
damages to communities that depend on these forests? 

Answer: 

In its most recent report, National Security and the Accelerating Risk of Climate Change, CNA’s 
Military Advisory Board (MAB) assesses that there will be an increased call for National Guard 
and active duty to respond to the increasing risk of wildfires in the U.S. While the MAB did not 
make an economic assessment of the costs associated with these additional deployments, they 
did assess that the increased use of the National Guard and active forces to respond to domestic 
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events, such as wildfires or extreme weather, would lower the overall of readiness of the force to 
respond to foreign contingencies or conflicts because select units will be used domestically and 
will be unavailable to deploy overseas. The MAB also assessed that the increasing risks of 
wildfires constrain training, especially the use of the fall spectrum of live training weapons and 
ammunition. These restrictions on training lower force readiness and/or make training more 
costly by requiring additional measures to lower such wildfire threats. The MAB did not further 
assess the specific economic impacts of these training restrictions nor other more specific future 
economic impacts. 

2) The National Climate Assessment highlights another key concern in the Pacific 
Northwest; water availability. Warmer temperatures arrive earlier in the year now, and 
that means that the snow melts sooner than it used to. The dams aren't big enough to hold 
on to all of the early runoff until Summer, so there is less water available in the Summer for 
both power generation and for irrigation. 

It costs money to build spare power generation capacity to make up the difference from the 
lost hydropower, and it costs farmers money when there isn't enough water for them to 
grow their crops. To each of the witnesses, have these damages, including projected effects 
on power rates and impacts on farmers from reduced irrigation, been quantified? 

Answer: This question is beyond the scope of the CNA MAB report. 


3] A number of analysts have pegged the current clean energy economy as being about a 
trillion dollars a year, and project that it will continue to grow until it is a multi-trillion 
dollar sector annually. By not taking actions here in the U.S. to move to a low-carbon, clean 
energy economy, the U.S. would seem to be missing the opportunity to play a leading role in 
that economy. Investment in manufacturing tends to cluster near locations where the 
technologies are put in place, and without U.S. demand, that manufacturing will move 
elsewhere. Innovation tends to follow manufacturing as well, so if the U.S. allows all other 
countries to lead in the clean energy space, a huge opportunity for, economic growth may 
be missed. 

To each of the witnesses: Do you agree that clean, low-carbon energy represents a global 
growth industry for the future that offers the opportunity for the U.S to grow its GDP? 
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Answer: 

The latest CNA Military Advisory Board (MAB) Report, National Security and the Accelerating 
Risk of Climate Change, states that “the U.S. should lead global efforts to develop sustainable and 
more efficient energy solutions to help slow climate change.”’ 

In addition, a 2010 CNA MAB report, Powering America ’s Economy. Energy Innovation at the 
Crossroads of National Security Challenges, found that: “The clean, [low-carbon] energy 
technology revolution presents great challenges and great opportunities. Significantly altering 
fossil fuel consumption in the United States will require new approaches to the nation’s current 
methods of producing, delivering, and using energy. It will require developing alternative 
sources of energy and greatly increasing energy efficiency; it will require the long-term 
commitment of the United States government and American citizens. However, the necessity 
and benefits of the transition are compelling. Not only will overall national security improve, 
but so will the foundation upon which it rests: economic security. The sheer scale of the needed 
changes represents an enormous economic opportunity. Other countries (notably China, Spain, 
Germany, and the United Arab Emirates) have already recognized these economic benefits and 
are taking aggressive action to ensure the clean energy technology opportunity is not missed; the 
United States must seize the moment and lead.”^ 


4) Which U.S. regions or states are likely to be most severely impacted economically by the 
impacts of climate change? Can any of you provide estimates of the level of these impacts in 
monetary terms? To what extent does the relative preparedness of U.S. regions reflect the 
level of risk facing them? What are the federal budget implications of the regional disparity 
in climate risk and preparedness? 

Answer: This question is beyond the scope of the CNA MAB report. 


‘ CNA Military Advisory Board, National Security and the Threat of Climate Change (Alexandria, VA: CNA Corporation, 
2007). P.7. 

^ CNA Military Advisory Board, Powering America’s Economy: Energy Innovation at the Crossroads of National 
Security Challenges (Alexandria, VA: CNA Corporation, 2010). P.4. 
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Questions for the Record 
From Senator Jeff Sessions 


Question #1 

In your testimony you advocate that the increases in electricity prices that result from the use of 
renewable energies as a way to slow global warming are not substantial. In 2008 however. 
President Obama stated that under his climate change plan “electricity rates would necessarily 
skyrocket.” In states such as Colorado and California, electricity prices have risen extensively 
since the implementation of state renewable energy mandates. Would you say that the burden of 
these prices increases falls more on the lower and middle class or on the wealthy? 

1 am not familiar with the quote mentioned, but a review of Energy Information Administration 
data over the past decade indicate that residential electricity prices have been relatively flat, 
when adjusted for inflation - including in states like Colorado and California. Many states, like 
Colorado, have included price caps to ensure that prices can only rise modest amounts, such as 

2 percent per year, and a recent National Renewable Energy Lab study estimates that state 
renewable electricity standards have only added about I percent to electricity costs across the 
country. And the price of renewable energy continues to decline at a rapid pace, making it more 
and more cost-competitive with fossil generation. Just as with other basic necessities, arty price 
increases can fall more on lower and middle incomes, which is why it is critical to offer 
appropriate assistance to those lower incomes, such as targeted energy efficiency programs that 
enable customers to reduce energy usage and costs. 


Question #2 


In your testimony you quote a Ceres study that shows how “hydraulic fracturing is increasing 
competitive pressures for water in some of the country’s most water-stressed and drought-ridden 
regions,” Yet, as Mr. Lomborg pointed out, hydraulic fracturing lowers carbon dioxide 
production, which is helpful in mitigating the effects of climate change. What would you 
suggest be done to alleviate the competitive pressures for water while maintaining hydraulic 
fracturing’s advantageous effect of lowering carbon dioxide production? 


The health and abundance of local water resources is a deeply sensitive issue to local 
communities and economies that rely on these resources to continue to thrive into the future. 

Shale gas and oil development, using hydraulic fracturing and horizontal drilling is a new model 
for extracting oil or gas which often involves industrial development and water use in the heart 
of communities with no or little history of energy development There are a host of legitimate 
concerns around protecting water resources, but by focusing specifically on water use at this 
point, much can he done to mitigate these concerns: 
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1) Water recycling rates can be increased through incentives and by mandating 100% 
recycling in regions experiencing prolonged drought or regional water resource 
depletion. In many regions water recycling is in the single digits, including in some arid 
regions of Texas.' In many cases, especially when there is more proactive or 
collaborative planning, higher regional recycling rates can actually make economic 
sense in terms of lower trucking and water acquisition costs and higher operational 
efficiencies.^'^ As flowback water can be heavily contaminated, recycling this water must 
be done in a responsible manner to protect workers and the environment However, even 
1 00% recycling rates will never alleviate the need to add more water to frack new wells 
because often only a portion of water injected into a well comes back up. 

2) Requiring 1 00% recycling has the added benefit of decreasing reliance on eliminating 
wastewater in deep well injection sites. Not only do these wastewater injection sites 
eliminate water for anyone else ’s use, but they also are often poorly controlled. They are 
seen as a potential source of groundwater contamination.'' Several conclusive scientific 
studies have linked wastewater injection wells to an increase in earthquakes in many 
regions of the US^^ raising further concerns about these sites. 

3) The use of freshwater for hydraulic fracturing should be seen as the last resort after all 
other sources have been exhausted, such as unwanted wastewater streams, water 
produced from long-producing oil and gas wells, and seawater. 

4) Shale energy developers should be required to disclose where their water is currently 
being sourced and from where they expect to source it in the coming years. Ceres found 
in its study that, although water use for hydraulic fracturing is often less than 2-3% of 
overall state water use, the local water demands for hydraulic fracturing can be even 
larger than the demand for water used by all other end users of water in a county. This 
intense localized demand for water can put an incredible strain on local communities, 
water managers, and other water users in a region. Greater disclosure would allow for 
more proactive water resource planning and protection. 

5) Greater disclosure and management of groundwater use for hydraulic fracturing is of 
particular concern because in many regions the industry is exempt from reporting its 
water use, or there are few if any groundwater extraction controls. 

We would also point out that the degree to which hydraulic fracturing has positive benefits for 
the climate will depend significantly on how well the industry manages methane leakage. 
Methane is a highly potent ^eenhouse gas - at least 84 times more powerful than carbon dioxide 
over a 20-year time period. ' About 30 percent of the warming we will experience over the next 


' JP Nicot, et al. Oil & Gas Water Use in Texas: Update to the 20 1 1 Mining Water Use Report, Bureau of Economic Geology, 
The University of Texas at Austin, September 2012 

^ Pam Boschee, Produced and Flowback Water Recycling and Reuse, Economics, Limitations and Technology, Halliburton, 
http://www.halljburton.coni/pubiic/multichein/contents/Papers_and_Articles/web/Feb-2014-Oii-Gas-Facilities-Article.pdf 
^ Christopher Robart, “Water Management Economics in the Development and Production of Shale Resources,” International 
Association for Energy 
Economics, First Quarter 2012. 

* US Government Accountability OfSice, Drinking Water: EPA Program to Protect Underground Sources for Injection of Fluids 
Associated with Oil and Gas Production Needs Improvement, CAO-14-555: Published: Jun 27, 2014. Publicly Released: Jul 28, 
2014.http://www.gao.gov/products/GAO-14-555 

^ USGS and Oklahoma Geological Survey, “Earthquake Swarm Continues in Central Oklahoma,” October 2, 2013. 

National Research Council. Induced Seismicity Potential in Energy Technologies. Washington, DC: The National Academies 
Press, 2013. 

^ IPCC, Climate Change 2013: The Physical Science Basis, Fifth Assessment Report, Chapter 8 (Table 8.A.1) 
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two decades as a result of this year ’s greenhouse gas emissions will come from methane. Oil and 
gas is the largest industrial source of methane emissions in the U.S., and recent studies have 
concluded that methane emissions from the U.S. natural gas supply chain are nearly double the 
official estimates.^ In short, carbon dioxide and methane emissions pose imminent risk to the 
climate and in turn to economic stability and investment opportunities - meaning that 
actions are urgently needed to reduce both pollutants. As market forces and the Clean Power 
Plan position natural gas as a low-greenhouse gas alternative to coal, it is all the more critical 
for regulation to address methane emissions so natural gas can live up to its climate potential. 

As a result, Ceres is strongly supportive of proposed efforts by EPA and BLM to take aggressive 
steps to address all major sources of methane emissions in the oil and gas industry. 

Question #3 

Duplicate of question #1 . 

Question M 

According to a Yale Climate Connections study published in May 29, 2013, our country’s share 
of the global carbon dioxide emissions is only 16 percent. Even with the lowered levels of 
carbon emissions in Russia, the European Union, and Japan, is it possible for the US to pursue a 
balanced budget that places our country on a sustainability debt path while significantly 
decreasing the level of global emissions given the extremely high levels of carbon dioxide 
emissions in countries such as China and India? 

Continuing to ignore climate change 's mounting toll will make it more difficult to pursue a 
balanced budget. Climate change impacts (i.e. more pronounced extreme weather) are already 
hitting American taxpayers hard, and draining government budgets. As stated in my testimony, 
extreme weather events in 2012 alone cost every American more than $300 apiece, or $110 
billion altogether - most of which goes to pay for federal crop, flood, wildfire and disaster relief 
Numerous studies^ ^^show that these costs will continue to spiral upwards the longer we delay 
reducing carbon emissions. The bipartisan Risky Business report'' estimates that, in the next 15 
years, coastal storms and hurricanes will cost $35 billion annually - and by 2050, between $66 
billion and $106 billion worth of existing coastal property will be below sea level nationwide. 
These cost estimates are not based on the full suite of climate change 's impacts and thus 
underestimate the true costs. 

While it is not clear what the question means by “sustainability debt path ”, it is worth noting 
that many U.S. companies, such as Ford, Walmart, Coca Cola, Caterpillar and Dow Chemical, 
embrace sustainability became it saves them money. In fact, research shows that a commitment 
to sustainability can boost a company 's bottom line. 


8 Brandc A. R., et at, “Methane Leaks from North American Natural Gas Systems,” Science Magazine (February 2014) 

® Kemfert, C. “Global Climate Protection - Immediate Action Will Avert High Costs," German Institute for Economic Research 
(2005) 

Dietz, S. and Stem N., Endogenous growth, convexity of damages and climate risk: how Nordhaus’ framework supports deep 
cuts in carbon emissions” Grantham Research Institute on Climate Change and the Environment (June 2014) 

1 1 Houser, T. et at American Climate Prospectus: Economic Risks in the United States, Rhodium Group (June 2014) 

12 Haanacs, K. “Making Sustainability Profitable,” Harvard Business Review (March 2013). 
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Regarding the United States ’ ability to impact global carbon emissions, the best way for us to 
move other countries to reduce their emissions is to act ourselves. For more than a decade 
climate negotiators from many countries including China and India have cited America 's 
inaction on climate change as a major reason why they were not curbing their own emissions. As 
the world’s largest economy, America is expected to lead. 

Once we take meaningful steps to reduce our emissions, nations like China and India will find it 
more difficult not to cut theirs. Even if these nations continue to resist curbing their own carbon 
emissions, the US. could impose a carbon tariff on their exports. The World Trade Organization 
would likely declare that carbon limits are effectively a tax on consumers,'^ which can be levied 
on imports as well as domestic production. Such a move would incentivize countries like China 
to limit their emissions. Moreover, China’s economy is very dependent on access to advanced- 
country markets, and its leaders understand that refusing to cooperate on climate change would 
put its exports at risk. In fact, China has already begun experimenting with carbon cap-and- 
trade schemes in some of its provinces. 

Question #5 

A Yale Climate Connections study published on July 2, 2013 reports that since 1990, China and 
India have increased their carbon dioxide emissions by 280 percent and 230 percent respectively. 
These increases have dwarfed our country’s recent emission reduction, 12 percent between 2009 
and 2013, which has brought US’s carbon dioxide emissions to 1996 levels (an overall increase 
from 1990 of about six percent). How do you propose that we effectively reduce the 
consequences of climate change when any action we take will be more than offset by the 
emissions of other countries, namely China, India and various developing economies? 


See answer to Question #4 


Question #6 

There is an abundance of evidence suggesting that the number of severe weather increases in not 
as great as you claim it is. What evidence do you have to support this claim? How do you 
respond to the scientific evidence against your claim? 

In response to the question about the increase in the number of severe weather events that can be 
(at least in part) attributed to climate change, one source to consult is the natural catastrophe 
figures that are regularly published by global reinsurer Munich Re. For the first half of 201 4 
(January-June), the total number of natural catastrophe events globally was 490, which 


” Pauwelyn, J. “Carbon Leakage Measures and Border Tax Adjustments Under WTO Law" Graduate Institute of International 
and Development Smdies (March 2012) 
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compares to a 10-year average (2004-2013) of 410 for the first six months of the year and a 30- 
year average of 315. ''' Although these figures include non-weather related geophysical events 
(earthquake, tsunami, volcanic activity), the historical record shows that geophysical event 
counts have remained fairly steady year-over-year in the past 30 years. Therefore, purely in 
terms of counting the number of weather-related catastrophe events, one can discern a marked 
increase over both a 10-year and a 30-year timeframe. 

In terms of tangible severe weather increases in the U.S., however, the Third National Climate 
Assessment (NCA3) jrom the US. Global Change Research Program‘s highlights some stark 
trends across the country. In Section 2: Our Changing Climate, NCA3 notes “Since 1991, the 
amount of rain falling in very heavy precipitation events has been significantly above average. 
This increase has been greatest in the Northeast, Midwest, and upper Great Plains - more than 
30% above the 1901-1960 average... There has also been an increase in flooding events in the 
Midwest and Northeast where the largest increases in heavy rain amounts have occurred 
NCA3 quantifies the increase in the incidence of very high precipitation events across the 
continental U.S. from 1958-2012 - which are defined as the heaviest 1% of all daily events - as 
a 5% increase in the Southwest, 27% in the Southeast, and 71% in the Northeast region.'^ 
Moreover, as the NCA3 indicates, “extreme precipitation events are often associated with local 
flash floods, a leading cause of death due to weather events. 

At the opposite end of the meteorological scale, however, NCA3 notes: “Tree ring data suggests 
that the drought over the last decade in the western U.S. represents the driest conditions in 800 
years... In some areas, prolonged periods of record high temperatures associated with droughts 
contribute to dry conditions that are driving wildfires. Expanding on the propensity for future 

extreme drought conditions, the NCA3 indicates: “Higher temperatures lead to increased rates 
of evaporation, including more loss of moisture through plant leaves. Even in areas where 
precipitation does not decrease, these increases in surface evaporation and loss of water from 
plants lead to more rapid drying of soils if the effects of higher temperatures are not offset by 
other changes (such as in wind speed or humidity). As soil dries out, a larger proportion of the 
incoming heat from the sun goes into heating the soil and adjacent air rather than evaporating 
its moisture, resulting in hotter summers under drier climatic conditions. 

NCA3 identifies that the sea level has risen at least eight inches since 1880, and that "Since 
1992, the rate of global sea level rise measured by satellites has been roughly twice the rate 
observed over the last century, providing evidence of additional acceleration. Sea level rise 

could affect many U.S. residents, as “Nearly 5 million people in the U.S. live within 4 feet of the 

Munich Re NatCatSERViCE, Natural Catastrophes in the First Half of 2014: 
http://www.munichre.coni/site/corporate/get/documents_E- 

1 66839 1 360/mr/asse^ool.shared/Documents/0_CoFporate%20Website/6_Media%20Relations/Press%20Releases/20 1 4/Munich- 
Re-Natura!-catastrophes-first-half-year-20 1 4.pdf 

Melillo, Jerry M., Terese (T.C.) Richmond, and Gary W. Yohe, Eds., 2014: Climate Change Impacts in the United States: The 
Third National Climate Assessment. U.S. Global Change Research Program, 841 pp. do!:I0.7930/J0Z3IWJ2. 

Ibid, pp 36. 

’’ Ibid, pp 37. 

Ibid. pp40. 

Ibid. pp38. 

Ibid, pp 40. 

Ibid. pp44. 
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local high-tide level (also known as mean higher high water). In the next several decades, storm 
surges and high tides could combine with sea level rise and land subsidence to further increase 
flooding in many of these regions. Thm, severe weather events on the coasts, particularly 
hurricanes and thunderstorms, could result in increasingly damaging storm surges and flooding 
as a result of a higher sea level. A July 2014 report from CoreLogic, a global property 
information and analytics provider, identified more than 6.5 million US. homes at risk of 
hurricane storm surge damage, with a total reconstruction value of nearly $1.5 trillion, so 
these risks are far from trivial. 

Thus, there is a range of severe weather-related risk factors that are affecting disparate regions 
of the country differently, and the science mderpinning society ’s understanding of those risks 
and opportunities is continuously advancing. 


“ Ibid, pp 43. 

CoreLogic, 2014 Storm Surge Report. Report available for download here: http://vrww.corelogic.com/about-us/news/2014- 
coreiogic-storm-surge-anaiysis.aspx. 
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GAO 

441 G St. N.W. 
Washington, DC 20&48 


U.S. GOVERNMENT ACCOUNTABILITY OFFICE 


September 15, 2014 

The Honorable Patty Murray 
Chairman 

Committee on the Budget 
United States Senate 

Attention: Kusai Merchant 

Dear Madam Chairman: 


Enclosed is our response to the questions you submitted for the record regarding our July 29, 
2014, testimony entitled Budget Issues: Opportunities to Reduce Federal Fiscal Exposures 
Through Greater Resilience to Climate Change and Extreme Weather (GAO-1 4-504T). If you 
should have any questions, please contact me on 202-512-3841 or gomezj@gao,gov or my 
Assistant Director, Mike Hix, on 202-512-6497 orhixm@gao.gov. 

Sincerely yours. 




J, Alfredo Gomez 

Director, Natural Resources and Environment 


Enclosure 
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Washington, DC 20548 


GOVERNMENT ACCOUNTABILITY OFFICE 


September 15, 2014 

The Honorable Jeff Sessions 
Ranking Member 
Committee on the Budget 
United States Senate 


Attention; Kusai Merchant 


Dear Mr. Ranking Member: 

Enclosed is our response to the questions you submitted for the record regarding our July 29, 
2014, testimony entitled Budget Issues: Opportunities to Reduce Federal Fiscal Exposures 
Through Greater Resilience to Climate Change and Extreme lVeaf/)er(GAO-14-504T). If you 
should have any questions, please contact me on 202-512-3841 or gomezj@gao.gov or my 
Assistant Director, Mike Hix, on 202-512-6497 orhixm@gao.gov. 

Sincerely yours. 




J. Alfredo Gomez 

Director, Natural Resources and Environment 


Enclosure 
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RESPONSE TO QUESTIONS FOR THE RECORD 
FOR ALFREDO GOMEZ 

U.S. GOVERNMENT ACCOUNTABILITY OFFICE 
SUBMITTED FROM CHAIRMAN MURRAY 

HEARING ON 

THE COSTS OF INACTION: THE ECONOMIC AND BUDGETARY CONSEQUENCES OF 

CLIMATE CHANGE 

SENATE COMMITTEE ON THE BUDGET 
July 29, 2014 


Black Text = Questions for the Record 
[Text in Boxi^ = GAO’s Response 
Blue Text = Hyperlinks to Cited Reports 


1 . From your testimony, it’s clear that we need to incorporate climate adaptation strategies into 
all of the work we do here in Congress, whether it’s to protect our nation’s roads, bridges, 
and waterways or to ensure our military instaliations remain viable. 

The Washington State Department of T ransportation — under a piiot program funded by the 
Federal Highway Administration — assessed its climate vuinerabiiity and is incorporating this 
data into its planning, design, and construction of new or adaptation of old transportation 
infrastructure. 

It won’t be cheap, but it wiil certainly be less expensive than having to respond after disaster 
strikes. 

But as carbon poliution levels continue to rise, the damage from climate change impacts wili 
become more expensive, even as we make our infrastructure more resiiient to climate 
impacts. 

• Would it be fair to say that reducing emissions wiii help avoid the most severe 
impacts of climate change, and therefore iessen the need for costiy adaptation 
measures? 


In February 2013, GAO added Limiting the Federal Government's Fiscal Exposure by Better 
Managing Climate Change Risks to its list of high-risk areas. In this designation, GAO states 
that, according to National Research Council (NRC) and the United States Global Change 
Research Program (USGCRP), the nation can reduce its vuinerabiiity by limiting the magnitude 
of climate change through actions to limit greenhouse gas emissions. GAO recognizes that (1) 
the federal government has a number of efforts underway to decrease domestic greenhouse 
gas emissions and (2) the success of greenhouse gas emissions reduction efforts depends in 
large part on cooperative international efforts. However, limiting the federal government’s fiscal 
exposure to climate change risks will present a challenge no matter the outcome of domestic 
and international efforts to reduce emissions, in part because greenhouse gases already in the 
atmosphere will continue altering the climate system for many decades, according to NRC and 
USGCRP. 


Page 2 
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RESPONSE TO QUESTIONS FOR THE RECORD 
FOR ALFREDO GOMEZ 

U.S. GOVERNMENT ACCOUNTABILITY OFFICE 
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HEARING ON 

THE COSTS OF INACTION: THE ECONOMIC AND BUDGETARY CONSEQUENCES OF 

CLIMATE CHANGE 

SENATE COMMITTEE ON THE BUDGET 
July 29, 2014 


Black Text = Questions for the Record 
[Text in Boxej = GAO’s Response 
Blue Text = Hyperlinks to Cited Reports 


1 . According to a Yale Climate Connections study published in May 29, 2013, our country’s 
share of the global carbon dioxide emissions is only 1 6 percent. Even with the lowered 
levels of carbon emissions in Russia, the European Union, and Japan, is it possible for the 
US to pursue a balanced budget that places our country on a sustainable debt path while 
significantly decreasing the level of global emissions given the extremely high levels of 
carbon dioxide emissions in countries such as China and India? 


GAO has not analyzed this type of scenario. 


2. A Yale Climate Connections study published on July 2, 2013 reports that since 1990, China 
and India have increased their carbon dioxide emissions by 280 and 230 percent, 
respectively. These increases have dwarfed our country’s recent emission reduction, 12 
percent between 2009 and 2013, which has brought the US’s carbon dioxide emissions to 
1 996 levels (an overall increase from 1 990 of about six percent). How do you propose that 
we effectively reduce the consequences of climate change when any action we take will be 
more than offset by the emissions of other countries, namely China, India, and various 
developing economies? 


In February 201 3, GAO added Limiting the Federal Government’s Fiscal Exposure by Better 
Managing Climate Change Risks to its list of high-risk areas. In this document GAO states that, 
according to National Research Council (NRC) and the United States Global Change Research 
Program (USGCRP), the nation can reduce its vulnerability by limiting the magnitude of climate 
change through actions to limit greenhouse gas emissions. GAO recognizes that (1) the federal 
government has a number of efforts underway to decrease domestic greenhouse gas emissions 
and (2) the success of greenhouse gas emissions reduction efforts depends in large part on 
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cooperative internalionai efforts. However, limiting the federal government’s fiscal exposure to 
climate change risks will present a challenge no matter the outcome of domestic and 
international efforts to reduce emissions, in part because greenhouse gases already in the 
atmosphere will continue altering the climate system for many decades, according to NRC and 
USGCRP. 


3. There is an abundance of evidence suggesting that the number of severe weather 

incidences is not as great as you claim it is. What evidence do you have that supports this 
claim? How do you respond to the scientific evidence against your claim? 


For information on climate change and severe weather, GAO relies on assessments from the 
National Academies and the United States Global Change Research Program (USGCRP), a 13 
agency coordinating body. See, for example, a February 2014 report by the U.S. National 
Academy of Sciences titled Climate Change: Evidence and Causes and USGCRP’s May 2014 
National Climate Assessment. 
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U.S. GOVERNMENT ACCOUNTABILITY OFFICE 


Washington, DC 20548 


September 15, 2014 

The Honorable Ron Wyden 
Committee on the Budget 
United States Senate 


Attention: Kusai Merchant 


Dear Mr, Wyden: 


Enclosed is our response to the questions you submitted for the record regarding our July 29, 
2014, testimony entitled Budget Issues: Opportunities to Reduce Federal Fiscal Exposures 
Through Greater Resilience to Climate Change and Extreme Weather {GAO-14-504J). If you 
should have any questions, please contact me on 202-512-3841 or gomezj@gao.gov or my 
Assistant Director, Mike Hix, on 202-512-6497 or hixm@gao.gov. 

Sincerely yours. 




J. Alfredo Gomez 

Director, Natural Resources and Environment 


Enclosure 
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FOR ALFREDO GOMEZ 

U.S. GOVERNMENT ACCOUNTABILITY OFFICE 
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HEARING ON 

THE COSTS OF INACTION: THE ECONOMIC AND BUDGETARY CONSEQUENCES OF 

CLIMATE CHANGE 

SENATE COMMITTEE ON THE BUDGET 
July 29, 2014 


Black Text = Questions for the Record 
frextin Box^ = GAO’s Response 
Blue Text = Hyperlinks to Cited Reports 


1 . The topic of this hearing is extremely timely; one of the effects of climate change — increased 
severity and extent of wildfires — is continuing to hit my home state of Oregon at this very 
minute. Right now in Oregon, 7 separate fires are burning a swath across our state, with 
nearly 450,000 acres on fire right now. There’s a similar story being played out across the 
American West. Over the past 30 years the fire season has become 2.5 months longer, and 
both the number and severity of forest fires in the American West have increased several- 
fold. The prevailing science says climate change is a major factor. 

The fires are hotter and more severe, so they are costing more to fight and recover from, at 
a time when budgets are strapped for cash. I have a bill with Sen. Crapo to treat the largest 
one percent of fires, which eat up 30% of the fire budget, like the disasters they are and to 
pay for them out of the disaster budget. Paying for these infernos out of the disaster budget 
will help free up funds for wildfire prevention, but as temperatures rise, fires will keep getting 
worse, ultimately costing the government more money to fight. 

Researchers have shown that more acres will bum in the future as a result of warmer 
temperatures. Can any of you translate those projections into economic terms and discuss 
how costs will grow in the future to fight these fires? Do these costs include economic 
damages to communities that depend on these forests? 


GAO has not projected the effects of climate change on wildland fire costs, but has reported on 
observed changes in these costs over time. As reported on GAO’s wildland fire management 
key issue website and in a 2014 Congressional Research Service Report titled Wildfire 
Management: Federal Funding and Related Statistics, appropriations for the federal 
government’s wildland fire management activities have tripled, averaging over $3 billion 
annually in recent years, up from about $1 billion in fiscal year 1999. 
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2. The National Climate Assessment highlights another key concern in the Pacific Northwest; 
water availability. Warmer temperatures arrive earlier in the year now, and that means that 
the snow melts sooner than it used to. The dams aren’t big enough to hold on to all of the 
early runoff until Summer, so there is less water available in the Summer for both power 
generation and for irrigation. 

It costs money to build spare power generation capacity to make up the difference from the 
lost hydropower, and it costs farmers money when there isn’t enough water for them to grow 
their crops. To each of the witnesses, have these damages, including projected effects on 
power rates and impacts on farmers from reduced irrigation, been quantified? 


GAO has not quantified the projected effects of climate change on power rates or the impacts 
on farmers from reduced irrigation. However, GAO has reported on federal efforts to make 
water infrastructure more resilient in November 2013. This report, titled Climate Change: 
Federal Efforts Under Way to Assess Water Infrastructure Vulnerabilities and Address 
Adaptation Challenges shows the efforts of the U.S. Army Corps of Engineers and Department 
of the Interior’s Bureau of Reclamation to study the impacts of climate change on federally 
owned and operated canals, dams, and reservoirs — key elements of water supply and irrigation 
systems in the West — and adapt this infrastructure to observed and projected changes. 


3. A number of analysts have pegged the current clean energy economy as being about a 
trillion dollars a year, and project that it will continue to grow until it is a multi-trillion dollar 
sector annually. By not taking actions here in the U.S. to move to a low-carbon, clean 
energy economy, the U.S. would seem to be missing the opportunity to play a leading role in 
that economy. Investment in manufacturing tends to cluster near locations where the 
technologies are put in place, and without U.S. demand, that manufacturing will move 
elsewhere. Innovation tends to follow manufacturing as well, so if the U.S. allows other 
countries to lead in the clean energy space, a huge opportunity for economic growth may be 
missed. 

To each of the witnesses: Do you agree that clean, low-carbon energy represents a global 
growth industry for the future that offers the opportunity for the U.S. to grow its GDP? 


GAO has not analyzed the GDP impact of low-carbon energy technologies. 


4. Which U.S. regions or states are likely to be most severely impacted economically by the 
impacts of climate change? Can any of you provide estimates of the level of these impacts 
in monetary terms? To what extent does the relative preparedness of U.S. regions reflect 
the level of risk facing them? What are the federal budget implications of the regional 
disparity in climate risk and preparedness? 
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GAO has not analyzed observed and projected regional changes in the climate or any resulting 
economic impacts. GAO relies on assessments from the National Academies and the United 
States Global Change Research Program (USGCRP) for information on climate change. 
USGCRP's May 2014 National Climate Assessment has detailed information on climate change 
impacts by region. 
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Dear Senator Wyden. 


Thanks for your questions. As you may know, I'm right now heavily involved in 
helping the UN post-2015 process to find the smartest priorities (see 
www.post20l5consensus.com1 publishing thousands of peer reviewed pages 
over the next four months. Unfortunately, I have little to contribute for most of 
your questions, and hope that some of my fellow presenters have more modeling 
knowledge of your specific questions. 

1) The topic of this hearing is extremely timely; one of the effects of climate change - 
increased severity and extent of wildfires - is continuing to hit my home state of Oregon 
at this very minute. Right now in Oregon, 7 separate fires are burning a swath across our 
state, with nearly 450,000 acres on fire right now. There’s a similar story being played 
out across the American West. Over the past 30 years the fire season has become 2.5 
months longer, and both the number and severity of forest fires in the American West 
have increased several-fold. The prevailing science says climate change is a major fk:tor. 

The fires are hotter and more severe, so they are costing more to fight and recover from, 
at a time when budgets are strapped for cash. I have a bill with Sen. Crapo to treat the 
largest one percent of fires, which eat up 30% of the fire budget, like the disasters they 
are and to pay for them out of the disaster budget. Paying for these infernos out of the 

Unfortunately, I do not know of any good fire-fighting models. However, I would 
caution the direct link between global warming and fire in the American West, 
since more or less fire depends more on more or less precipitation (DOI: 
10.1111/geb.l2065) while most of the temperature changes in the American 
West are probably not yet caused by global warming 
(www.pnas.org/cgi/doi/10.1073/pnas.1318371111). 

The National Climate Assessment highlights another key concern in the Pacific 
Northwest; water availability. Warmer temperatures arrive earlier in the year now, and 
that means that the snow melts sooner than it used to. The dams aren’t big enough to 
hold on to all of the early runoff until Summer, so there is less water available in the 
Summer for both power generation and for irrigation. 

It costs money to build spare power generation capacity to make up the difference from 
the lost hydropower, and it costs fanners money when there isn’t enough water for them 
to grow their crops. To each of the witnesses, have these damages, including projected 
effects on power rates and impacts on farmers from reduced irrigation, been quantified? 

1 do not know of such estimates of damages. 
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A number of analysts have pegged the cunent clean energy economy as being about a 
trillion dollars a year, and project that it will continue to grow until it is a multi-trillion 
dollar sector annually. By not tjddng actions here in the U.S. to move to a low-carbon, 
clean energy economy, the U.S. woitid seem to be missing the opportunity to play a 
leading role in that economy. Investment in manufacturing tends to cluster near locations 
where the technologies are put in place, and without U.S. demand, that manufacturing 
will move elsewhere. Innovation tends to follow manufacturing as well, so if the U.S. 
allows all other countries to lead in the clean energy space, a huge opportunity for 
economic growth may be missed. 

To each of the witnesses; Do you agree that clean, low-carbon energy represents a global 
growth industry for the future that offers the opportunity for the U.S to grow its GDP? 

1 am sorry to disagree with your argument Remember, while the lEA estimate 
that the world will invest $6.2 trillion in renewables 2013-2035 in its green 
scenario, it will also require $4.7 trillion in subsidies. As renewables also 
produce less valuable electricity (non-dispatchablej and as raising the funding 
for subsidies require further distortions throughout the economy, it is very likely 
the net effect will be negative. As I pointed out in my presentation, it is very 
likely that any realistic climate policy will have a net cost, even when taking into 
considerations the benefits of lower climate damages and renewable 
manufacturing, as you comment in your question. 

Which U.S. regions or states are likely to be most severely impacted economically by the 
impacts of climate change? Can any of you provide estimates of the level of these 
impacts in monetary terms? To what extent does the relative preparedness of U.S. regions 
reflect the level of risk feeing them? What are the federal budget implications of the 
regional disparity in climate risk and preparedness? 

I do not know overarching climate costs models specified on state level. 
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Responses from W. David Montgomery, Ph.D. to questions for the record from Senator Ron 
Wyden following Senate Budget Committee hearing on July 29, 2014 on "The Costs of Inaction." 

Question 1: Forest fires 

Answer to Question 1: 1 disagree with the premise of the Senator's question, that "The 
prevailing science is a major factor" in the growth and severity of forest fires. Weather 
unquestionably plays a role in forest fires, but the IPCC Fifth Assessment Report itself places 
"low confidence" in any connection between climate change and current events such as forest 
fires or storms. As in the case of flooding, the increase in economic damage from forest fires is 
mostly attributable to the increase in building and development In areas subject to fire hazards. 
Moreover, even modelling of changes in future rainfall patterns assumed in the models to be 
caused by climate change does not show a uniform increase of hazards. Some regions will 
experience more rainfall, some will experience less so that like other risks of climate change, 
there is little basis for accurate predictions of effects of climate change on wildfires or on 
wildfire risks. There is a substantial body of public finance literature, on the other hand, that 
points to the moral hazard created by expenditures of public funds for fire suppression, 
insurance and disaster relief. These policies insulate property owners from fire risks and lead 
to more development in hazard areas than is economically justified. More rational 
development would, on this reasoning, be a more cost-effective response increased hazards 
than additional capability for firefighting and would, like other adaptive changes, lessen 
whatever risks climate change poses in this area. 

Question 2: Water availability 

Answer to Question 2: The government failure of providing subsidized water to farmers in 
California makes the value in use of water in agriculture already far less than its opportunity 
cost for power generation or municipal uses. The effects of lower summer water availability on 
power costs and the net cost of water supply could be greatly reduced by instituting an 
effective market for water in which farmers face the same price for water as other users, and 
would thus be motivated to conserve water if the operate in regions subject to these stresses. 
Such a market would also lead to more cost-effective adaptation to climate change by shifting 
agricultural production to regions where agriculture benefits from climate change and away 
from regions where agriculture is harmed. Studies that I have read of U.S. agriculture with 
climate change indicates that with such adaptation there is likely to be little or no adverse 
impact on U.S. agriculture from climate change, and a strong possibility of net benefits. 

Question 3: Clean energy economy 

Answer to Question 3: Despite decades of subsidies for clean energy, none of the outcomes for 
economic growth in the Senator's question have been observed. Germany and Denmark gave 
large subsidies for wind and solar energy and found themselves importing most of the 
equipment from China and other Asian countries. The same has been true in the U.S. The 
experience of Solyndra and electric car manufacturers who failed even with Federal loan 
guarantees also shows the failure of clean energy policies to create global growth industries. 
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Instead, the growth in jobs and economic activity in the U.S, over the past decade has largely 
come in the oil and gas industry, where private investment in developing and deploying 
technologies for horizontal drilling and multistage fracturing has led to higher production, 
potential for improving the US trade picture by means of exports, and dramatically lower costs 
for consumers and manufacturing industries, in particular chemicals and allied products. Thus 
we already have a global growth industry, and we did not achieve it through subsidies to exotic 
forms of energy. What is needed to let the U.S. oil and gas sector achieve its full potential as a 
global growth industry is to remove all controls on exports, so that it can have the same 
opportunities for growth and expanded markets that the Senator believes we are missing for 
"clean energy." 

Question 4: Regional economic impacts of climate change 

Answer to Question 4: The state of modelling of the effects of climate change on human 
populations and economic activity in wealthy countries does not permit reliable forecasts of 
impacts at the state or regional level. Even in terms of broad variables like rainfall, the models 
differ substantially, and connecting these broad effects to specific economic harm at such a 
level is beyond their capabilities. Nor do I believe there is an objective assessment of the 
relative preparedness of different regions in light of the risks they face that is not tainted by 
efforts to attract public funds or promote hysteria about the minimal current damage from 
climate change. In a similar vein, public choice theory suggests that regions that now attract 
the largest Federal subsidies in the form of flood insurance, disaster and reconstruction relief, 
and below-market costs of water would be the least well prepared, whereas regions that are 
obtaining Federal construction funds for flood control and other structures may be over- 
investing in protection. 


o 



